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RATES AND TAXES! 


In searching for a subject upon which I might venture to 
address you, I was attracted to public finance by a number of 
considerations. Of these the most important were: first, that 
we meet here issues which in a high degree are controllable at 
will; within limits we can decide, both what proportion of the 
national dividend shall be appropriated and spent by public 
authority, and how the total contribution shall be sub-divided 
between individuals. Secondly, having this power of choice, 
we have also a serious responsibility for its exercise : there is no 
such thing as a neutral financial policy; we are bound to do this 
or that, and the implications of this differ from the implications 
of that in terms of soul and body. Thirdly, it would seem that 
action in this field is not wholly beyond the reach of argument : 
passion, no doubt, counts for much; conservatism for more ; 
idleness, hurry, inconsequence, for most : but financial authority 
does sometimes betray discomfort when confronted by reasoning 
which it is incompetent to answer: exceptionally we may even 
encounter a “ poor fish’ like Peel, who crumpled up his notes 
while Cobden was speaking and muttered to a colleague that some- 
one else must reply. Lastly and more dubiously, I thought that 
I myself had something to say on this topic, little as I might relish 
the prospect of saying it. 

Let us begin by reminding ourselves that the main drift of 
social and economic evolution seems to portend a persistent 
increase in the ratio of public to private expenditure. If we are 
to continue to fight and to prepare for fighting, that goes almost 
without saying. It would, however, probably occur even if we 
found a way out of war: indeed, it might well be a necessary 
factor in the discovery of a way. It seems, in a word, certain 
that a larger and larger proportion of man’s energy will be ex- 
pended, as time goes on, in ways and for purposes whose cost 


1 Presidential Address to Section F of the British Association, Dundee, 
September 1939. 
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cannot be financed by the sale of discrete quanta to individuals, 
and must therefore be covered by more or less voluntary contribu- 
tion. Purely voluntary systems of association can, it is true, do 
something in these fields: in the past that something has been 
much. But the broad teaching of experience in this matter shows 
that voluntary association is useful chiefly at the stage of initial 
experiment and in relatively minor undertakings. When it 
comes to mass-education, mass-insurance, mass-provision for 
recreation, drainage, or what not, the element of compulsion is 
as unavoidable as in the case of mass-war.! 

Next it is to be remembered that this persistent increase in 
the ratio of public to private expenditure implies in two ways a 
parallel increase in the importance of determining the distribution 
of taxation throughout the community accurately and in accord- 
ance with principle. In the first place, an appreciable part of the 
raison d’étre of the process is the need to modify the allocation of 
income which results from contract, ownership, and inheritance. 
It is universally agreed that part of our financial objective is to 
reduce in some measure the discrepancy of real income between 
rich and poor. How far we want to go in this matter is, of course, 
disputed, and must probably always be disputable, but to the 
extent to which this purpose is admitted its logic must con- 
demn any element in our system which opposes it and be critical 
of any element which in regard to it is random or uncertain in its 
action. And secondly, the mere increase in the proportion of 
income arrogated to public purposes enhances disproportionately 
the evils of random taxation. When I am asked for only 2 per 
cent. of my income it matters little if, from the point of view of 
either equity or economy, that 2 per cent. ought to have been 1. 
There will, on the other hand, be an enormously important differ- 
ence if, when my proper contribution is 25 per cent. of my income, 
I am asked to pay 50. 

If we approach our actual practice with these considerations 
in mind, the examination of a representative budget statement 
and debate becomes a somewhat alarming and deeply humiliating 

1 It is sometimes supposed, and superficially the view is not unplausible, 
that much of this tendency is a corollary to income inequality, and that the 
movement would weaken greatly if incomes were equalised. It is, I think, 
evident that if incomes were equalised by a return to more individual methods 
of production and tenure of property, the functions and cost of government would 
be alike restricted. If, however, the goal were approached without abandon- 
ment of collective and co-operative technique, I should anticipate the converse. 
The smaller the range of inter-class standards of living, the more easy would it 


become to discover objects to which that technique could be applied, and the 
less would be the obstructive force of disparate aims and interests. 
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experience. It is evident always, in the first place, that all parties 
concerned are definitely frightened of taxation. One can almost 
hear the sigh of relief when, in an hour of alleged and apparent 
national emergency, it is found possible to evade an addition of 
threepence to the income tax. The whole language of financial 
discussion is suffused with the feeling that taxation is a bad 
thing, and not only a bad thing, but one which we do well to run 
away from. Secondly, we may note always a lamentable in- 
curiosity both as to where, broadly speaking, the burden of 
taxation (if it be a burden) rests, and what its effects are ; together 
with an impatience of any endeavour to probe into these questions. 
There are, it is true, certain venerable traditions to which appeal 
is made with all due solemnity—and brevity. It is an axiom, 
apparently, that both direct and indirect taxation should “ bear 
their share,’’ but no considered discussion takes place as to what 
these shares ought to be. It is again an axiom that taxation in 
general, and the income tax in particular, are “ bad for trade.” 
At this point, also, no undue cackle is tolerated : our governors 
are too anxious to come to their horses—to discover as quickly 
as possible with just how little alteration of the existing system 
the situation may be tided over for one more year. Briefly, the 
characteristic note of budget discussion is a certain glum frivolity. 
There is an evident, and to do our House of Commons justice a 
curious lack, in this particular field, of the intellectual and moral 
courage which in other quarters it displays. 

A central difficulty is, undoubtedly, that although we have 
adopted many of the forms of democracy, citizenship retains in 
regard to taxation something of the sentiment which belongs to 
servile status, while government has not quite discarded the mental 
habit of predaceous authority. Our representative citizen does 
not enjoy paying taxes; if opportunity of evasion within the law 
presents itself, he avaiis himself thereof; if it does not present 
itself, he will hire specialised ability to discover it; finally, he 
is none too scrupulous in seizing opportunities which are definitely 
beyond the law. Unquestionably this distaste for taxation goes 
far to explain, and even in some sort excuses, the miserable figure 
which our financial system cuts. Every Chancellor of the 
Exchequer knows that the feeling of the House will be with him 
in every argument evasive of immediate increase in expenditure 
or taxation. To what are we to ascribe this recalcitrant temper ? 
It is convenient to distinguish three strains in its genesis. First 
and most obvious is the fact that the modern State is still appreci- 
ably predatory, the representative citizen still does occupy a quasi- 
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servile position. This is an evil which can be cured, if at all, 
only with time and by persistent effort. I shall remark, however, 
that, in so far as it exists, it seems specially important to make 
financial principle explicit, to show the representative citizen 
what he is doing in this matter to others, or others to him. Only 
one tentative movement has been made in this direction during 
my lifetime—namely, the official estimate some ten years back of 
the weight of taxation at different points in the income scale. 
This calculation showed, it will be remembered, that our taxes 
are regressive on the lowest incomes, a necessary consequence of 
attacking those incomes by indirect taxation. A further and 
probably more important element of regression is involved in our 
local rates taxation, and in the compulsory contributions to health 
and unemployment insurance. The official inquiry raised, per- 
haps, more questions than it answered, but why has the matter 
been dropped? Why is not every Budget statement accompanied 
by a memorandum explaining broadly the relation of the taxes 
proposed to the national totals of wealth and income and the 
ratio of taxation to income at different points in the income scale ? 

Secondly, there is the inevitable limiting factor of individual 
defect. It is not easy for a man to face his civic obligations as 
honestly as he faces his butcher’s bills, because, in the nature of 
the case, he cannot see them as clearly. Men cheat the Govern- 
ment, much as they cheat a railway company, not only because 
they dislike or fear it, but simply because it and its doings are 
beyond their power of comprehension and sympathy; their 
relations with it are too amorphous, too indirect, too indistinct. 
This factor, also, is controllable, if at all, only with time and by 
deliberate effort. To create the sense of citizenship where the 
concept is non-existent is the master problem of statesmanship. 
In this case also, however, it would seem that one method of 
progress would be to confront the representative citizen with 
fuller and clearer statements of what financial policy is and what 
it implies in relation to his own income and the incomes of other 
people. 

There is, however, I would suggest, a third by no means 
unimportant strain in our dislike of taxation, which may be more 
amenable to argument—namely, the tradition that public expendi- 
ture is costly in some further and fuller sense than are private 
disbursements. The existence of this feeling is unquestionable. 
All debate in Parliament, all discussion in the Press, is suffused 
with suggestion of that ancient fallacy, the distinction between 
productive and unproductive labour and its corollary that the 
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incomes of those who are employed by the State are derivative 
from the product of industry. Seldom do we encounter the 
clear-cut view that activities of Government co-operative on an 
equal footing, to say the least, with activities of private enter- 
prise in generating the national dividend. Everywhere we can 
trace remnants of the ghastly Gladstonian doctrine that money 
should be left, where possible, to “‘ fructify in the pockets of the 
people.” Other things being equal, of course it should; yet 
equally should it be brought, where possible, to fructify in the 
coffers of the State. Actually, money will not fructify if it is 
left either in pockets or in coffers: it will merely weight the 
swimmer down or sink the ship. Gladstone expressed his mean- 
ing with customary clumsiness and inaccuracy. What he really 
had in mind was money springing nimbly from pocket to pocket, 
promoting prosperity by its leaps and bounds. It may, however, 
travel no less nimbly when it has been expended by the State. 

Victorian finance, with all its obvious defects of imagination 
and emotion, had the sovereign virtue of logical cohesion. Granted 
the major premise of laissez faire, that the State is only necessary 
for the restraint of evil conduct at home and ill-will abroad, a 
decision to reduce taxation to a minimum and to raise that 
minimum by duties on stimulants and sedatives has much to 
commendit. For ifthe less government the better, then obviously 
also the less public expenditure the better: ergo minimise taxa- 
tion. And if such government and taxation as are required are 
rendered necessary by vice: why should the virtuous citizen 
contribute anything? May he not reasonably argue that if all 
men were as he is, there would be no need for even the minimum 
of government and taxes? Is it not reasonable, then, to raise 
revenue exclusively by duties on forms of consumption which are 
vicious or allied to vice, like the smoking of tobacco and the 
drinking of alcohol or tea? If, lastly, it be objected that the 
virtuous should at least contribute to defence against external 
ill-will, it may be answered that it is the vicious in all countries 
who occasion war and preparation for war, and that justice will 
be done on balance if all countries raise their revenues exclusively 
from the less virtuous of their citizens. 

These arguments have never, perhaps, been advanced deliber- 
ately and in their full enormity by any responsible person: on 
the other hand, not very many of us succeed in avoiding them 
altogether. Indeed, it may be well to consider, before going 
further, whether there is not so much of sense in them as might 
justify us in retaining them, not indeed as the basis of our system 
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of taxation, but as an auxiliary support ; for the feeling is common 
enough in men of all classes that the State owes more to them than 
they to it, and that, therefore, anyone rather than themselves 
ought to contribute to its expenditure. This attitude I have 
noted more particularly in elderly bachelors and spinsters who 
are comfortably off but inadequately occupied or interested. It 
is evidently in such cases as theirs that it is most nearly defensible, 
for it is these individuals, in general, who have obtained least 
satisfaction from lives indisputably virtuous. Nevertheless, it 
must be insisted, relief from taxation is not the right remedy in 
this and in analogous cases. In so far as their grievances are 
material, tax relief would be in its total inadequate, in its sub- 
division indiscrimin:te : in so far as they are spiritual, pecuniary 
compensation is inappropriate. The same dilemma may be 
pressed, I believe, more broadly, against all those who believe 
that their virtue entitles them to evade taxation. We must ask 
them to take more seriously the view, so often enunciated, that 
virtue ought to be its own reward, as also the less popular corollary 
that vice should be its own penalty. We should remind ourselves, 
further, of the enormous practical wisdom which is enshrined in 
these esoteric doctrines: All actual estimates of virtue and vice 
must always be too largely subjective to furnish in a democratic 
community a satisfactory scheme for the distribution of taxation. 

Victorian finance in England was, we have suggested, a logical 
outgrowth from the doctrine of laissez faire. Our trouble is that 
while abandoning that doctrine we have never seriously set our- 
selves to think out financial principles comparable in their logical 
cogency with those which guided Gladstone. Our tradition 
retains, no doubt, some valuable legacies from the past, notably a 
certain sobriety in experiment and a rugged exactitude of account- 
ing: these virtues, however, in so far as they are virtuous, are 
formal; they nowhere touch the essence of the matter; it is as 
though we had no sense either of where we want to go or of how to 
get there, but merely certain rules of the road and a speed limit. 
One result of this atrophy of living principle is that whereas the 
Victorians were capable upon occasion of really large measures of 
reconstruction in advance of the pressure of necessity, our finance 
seems more and more to make that fatal error of strategy—con- 
forming to the enemy : instead of grasping nettles, we wait until 
we are stung. It is true, no doubt, that the Victorians were 
concerned primarily with retrenchment, and that it is always 
easier to scrap than to build, yet it will probably be conceded that 
we are, in financial policy, increasingly passive and show our- 
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selves less and less capable of vigorous initiative. Alterations 
in our tax system become more and more a matter of yielding to 
pressure rather than of constructive planning: it follows inci- 
dentally that where that system bears with undue hardship on 
individuals a large measure of oppression must occur before any 
relief is accorded; and, further, that what relief is granted more 
frequently resembles a sop to Cerberus than an orderly rationing 
of'food. The troubled conviction that something has got to be 
done, which issues from an atmosphere of desultory grousing, is 
apt to generate measures which combine a minimum of relief at 
points where it is really needed with a maximum of expense to 
the State. Let us illustrate these remarks by considering two 
cases: first, that of the income-tax allowance in respect of 
children; secondly, that of de-rating. 

The initial relief in respect of a child exempted £10 from 
income taxation at a time when the tax stood at 9d. in the £ on 
earned incomes. I do not remember to have seen it remarked 
at the time that this worked out at 7s. 6d. per child per annum, 
the very figure which was at the same time in England the cost 
of a dog licence. We have advanced since that date to £60 per 
child, which, with tax at 5s. 6d., yields the princely sum of £16 10s. 
per annum, approximately 6s. 4d. per week for income subject 
to the full rate of 5s. 6d. in the £, but of £5 only (2s. per week) for 
income subject to the ls. 8d. rate. Allowance being made for 
rise in the standard of child welfare since the war, these figures 
are divertingly reminiscent of Mulvaney’s taunt to his sergeant : 
“ Squawlin’ on a counterpane at half-a-crown a week.” 

What was the raison d’étre of this curious gesture to parents ? 
Presumably it was a concession to a vague feeling that something 
should be done to ease the expenses of those who rear children. 
But is such easement required and, if so, in what circumstances 
and to what degree? We must suppose it to be assumed by those 
who have been responsible for these measures that a married 
couple with children is at any grade of income worse off than a 
married couple without children. If we take the extreme case 
of a family with six or more children, this is evident. The income 
which implies plenty for two may infer penury for eight. If we 
take, on the other hand, the minimal family of three, it is by no 
means obvious. Very little knowledge of actual life is needed to 
stir the suspicion that average humanity gets more satisfaction 
from what it spends upon a single child than it could derive in 
the absence of the child from spending the same sum in other 
ways. We might, in fact, develop a case for charging childless 
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couples somewhat less than their more fortunate fellows, and might 
even extend this argument to two, conceivably to three children, 
without becoming palpably absurd. Few couples, we suspect, 
deliberately limit their offspring to less than two if they are willing 
to procreate at all, and it is certainly not the income-tax allowance 
which prevents their halting at one : its ratio to the cost of a child 
is obviously far too small to affect the decision in the vast majority 
of cases. What this boils down to is that through obeying the 
vague sentiment that something ought to be done, without 
seriously considering what we are about, we have drifted into the 
absurd position of wasting on small families (the vast majority of 
cases are small) sums of money far more than sufficient to give 
ample relief to large families, while according to our small number 
of large families a relief which is ludicrously inadequate to its 
presumable purpose. There was even a time when the relief on 
a first child was greater than the relief on a second or third. 
That crowning absurdity has been removed, but the fundamental 
stupidity of the whole scheme remains unaltered. 

Let us consider, next, another feature of the scheme—namely, 
that it makes, after the first few hundreds have been passed, no 
differentiation in the amount of relief at different scales of income. 
If it be admitted that the object of the system is to relieve appreci- 
ably the family with many children as compared with the family 
with few, we have here a second absurdity : for a sum which at 
one level of income would be adequate to this purpose will 
evidently be inadequate at another. What is the use of presenting 
£16 to a man who is spending perhaps £150 per child if your object 
is to promote larger families in the upper half of the income scale : 
families of four to six in place of families of one to three children ? 
It is a pill to cure an earthquake. Can any sane person believe 
in such nonsense? It is the perfect parallel to our practice of 
fining individuals without regard to their incomes, so that a given 
offence may send a poor man to prison for a month whilst a rich 
escapes at something less than the cost of an evening frittered iu 
town. 

We turn now to de-rating. And here we must beware of 
taking surface absurdities at their face value, and supposing that 
no serious reason can exist for policies fallaciously defended. 
The popular case for de-rating rested on appeal to the naive 
misconception that agriculture, industry, and transport are more 
productive than commercial and professional services, entertain- 
ment, and housing. This factor was reinforced by a sense of the 
temporary embarrassment of our staple industries and the chronic 
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difficulties of agriculture. Viewed whether as temporary relief 
or as a permanent subsidy, the procedure was partly too indis- 
criminate, partly inadequate. Viewed as a semi-authoritative 
endorsement of the notion of higher productivity, the policy 
should make us blush. It had, however, an esoteric justification 
which deserves consideration. The central problem of local 
finance is to devise suitable forms of local taxation, to attack 
in éach locality those incomes which may properly be drawn upon 
to defray the special requirements of that locality. The difficulty 
of this problem hinges, in turn, upon the fact that there are no 
incomes (in a modern State) which are wholly and solely local in 
the relevant sense. It is a question therefore of choosing between 
sources of revenue which are adequately and those which are 
inadequately local. Now it does seem broadly true that the 
incomes implicated in rating of agriculture, industry, and trans- 
port are in the modern world increasingly non-local. The fact that 
a given agricultural area has through proximity to London, high 
productive power in dairying or the growing of fruit and vege- 
tables, gives London rather than the area a claim to its taxation. 
Mines, factories, and railways are even more evidently unsuited to 
local taxation. And, on the other hand, the bulk of housing and 
of retail trade and entertainment, together with a large proportion 
of wholesale trade and professional services, are as evidently 
local in their main implications. We might accordingly defend 
the de-rating scheme esoterically, as a decision to extrude from 
our system of local taxation elements obviously unsuitable to it, 
whilst at the same time increasing the proportion of central govern- 
ment grants for local purposes in accordance with the ever-growing 
integration of local and national life. 

Are we, then, in contact with one of those cases, so familiar 
to students of economics, in which approximately the right course 
has been taken for approximately the least valid reasons? It is 
impossible, unfortunately, to maintain this optimistic view. So 
long as concrete capital and land are taxed at all, there are grave 
objections to exempting any part of them from taxation. On the 
one hand de-rating must encourage transfer of investment from 
those forms of property which continue to be rated with presump- 
tive loss to the national dividend. And, on the other hand, 
whether we consider the beneficial or the onerous aspects of local 
expenditure, the de-rated properties, taking the community as a 
whole, obtain benefits for which they should pay, and impose 
costs to which they should contribute. It is accordingly evident 
that, so long as loca] rates are continued on other forms of capital, 
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properties de-rated locally should pay a consolidated national rate 
into a national pool. 

If we turn now to consider, broadly, what, if any, part of our 
financial! system can be approved in principle and seems to be 
suitable for development, I suggest with some confidence that our 
main direct taxes, income-tax, sur-tax, and death duties, are our 
only unassailable sources of revenue. Not, of course, that all or 
any of them stands beyond criticism : each of them may be blamed 
on points of detail. There is, however, I should maintain, a 
sufficient communis opinio that they are all desirable and (what 
is at least as important) all of them can be defended by serious 
arguments. Income is, in fact, the best rough measure of capacity 
to bear taxation: capacity to bear taxation is proportionately 
greater with a large income than with a small. These axioms 
give us a valid basis for progressive income-tax and sur-tax. 
And again, those who inherit can usually bear taxation, pro tanto, 
more easily than those who do not inherit, while there are weighty 
reasons for limiting the tendency of hereditable wealth to in- 
crease the inequality of distribution. The most serious objection 
that has been urged in the past against all these taxes is their 
alleged tendency to inhibit accumulation. This objection seems 
never to have been really cogent during the past century and a 
half. To-day it is no longer even plausible in view of the tendency 
for desire to save to outstrip the possibilities of advantageous 
investment. 

The axioms which are generally accepted as validating these 
taxes create however, at once, an initial presumption against our 
other main sources of revenue, the indirect taxes on commodities 
and the local rates. For these taxes are admittedly, when looked 
at from the point of view of income, regressive in a high degree. 
They have, further, no appreciable relation to windfall or unearned 
increments of wealth, and they intensify rather than diminish 
inequality. There are, of course, elements in each of them of a 
different character. Customs and Excise duties are taxes, not on 
all income expenditure but on certain modes of consumption 
which are for various reasons alleged to be, relatively speaking, 
unnecessary, deleterious, or noxious. Local rates again do not, 
in all probability, fall wholly upon purchasers of goods or services 
derived from rated property and the inhabitants of rated dwell- 
ings. In part they intercept income which would otherwise 
pass via land values to hardly traceable recipients; they may also 
conceivably take some small toll of interest. Finally, taxes on 
commodities have long been defended as the only possible way of 
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reaching certain incomes which ought to be taxed and which, it is 
alleged, cannot be reached effectively by direct taxation: rates 
are analogously commended as the least bad way of financing 
local autonomy. We have, then, to examine what weight may 
reasonably be assigned to these considerations. 

The taxation of commodities was not perhaps always so ridicu- 
lous as it appears to be to-day. So long as trade was a mere 
excrescence or fringe upon a predominantly local productive 
system there was some sense in adding to the cost of commodities 
which the King’s peace enabled to be transported a part of the 
cost of maintaining that peace. Again, when consumption was 
largely standardised for each class and graded from one class to 
another, it may have been possible by suitably adjusted taxes to 
achieve approximately a progressive taxation of income. In the 
eighteenth century, for instance, it is not wholly impossible that 
taxes on tea, alcoholic beverages, silks, lace, armorial bearings, 
windows, and men-servants operated, partly, in this way. It is 
indeed to be doubted whether the whole system of commodity 
taxation could ever have been justified on these lines after the 
sixteenth century. The main force behind it in the last three 
centuries has been, almost unquestionably, the desire of the well- 
to-do classes to detax wealth or minimise its taxation. It is 
characteristic of the difference in national temper between England 
and France that whereas in France the aristocracy asserted a 
privilege of exemption from direct taxation, in England property 
was content to establish and exercise a constitutional right of 
exempting itself. An intuition that there ought to be no direct 
taxes gathered force throughout the sixteenth and seventeenth 
centuries. In the eighteenth century we piled up debt rather than 
face taxation until the mounting total of interest put Government 
to the choice between seisachtheia and a proportional income tax. 
The income tax was abolished as soon as Napoleon had been 
settled with, and, though re-imposed by Peel, its right to existence 
was questioned by so representative a man as Gladstone as late 
as the ’seventies. There was, indeed, as some of us can still 
remember, no serious taxation of income until we were well into 
the years of the Great War, whilst Harcourt’s death duties, so 
marvellous at the time, create in retrospect the wonder that they 
were delayed so long and were so insignificant. 

These historical considerations should, I think, induce caution 
in accepting at face value any of the traditional arguments in 
defence of our taxes on commodities. We should remind our- 
selves that at the time when they were formulated the governing 
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class had a sinister interest in believing them. We should remind 
ourselves further of the extent to which they have been buttressed 
at some important points by puritan fanaticism. Let us turn 
for a moment to consider the argument which represents the duties 
on tobacco and drink as an admirable, if not necessary, method 
of regulating undesirable consumption. In my own case—and I 
speak with forty years experience of nicotine excess—the heavy 
taxation of tobacco has effected just nothing. I do not smoke 
one cigarette or pipeful the less because with every puff I con- 
tribute to the revenue. What is true of myself seems further to 
hold, broadly, throughout society. Both men and women appear 
to smoke more and more as time goes on and the taxes on tobacco 
rise. 

Drinking, on the other hand, and more particularly moderate 
drinking at meals has unquestionably declined. There are, 
however, other reasons for this, and the extent of excessive drink- 
ing is still notable in all ranks of society. Briefly it is evident 
that as a method of limiting undesirable consumption taxation is 
a ‘washout.”’ Its effect is to penalise, not to restrain. If there 
were any serious intention to promote temperance by control, it 
must operate by attempts to improve the quality and environ- 
ment of consumption, and probably also by rationing. It may 
even be doubted whether the taxes would be kept as high as they 
are, still more whether they would ever have become so high, had 
elasticity of demand (the index of the restrictive effect of taxa- 
tion) been adequate to reduce their yield. The pea would then 
be shifted to another thimble : we should hear less of the moralis- 
ing value of these taxes and more of their importance as revenue 
producers. 

The argument from morality is, it should be conceded, more 
of a force in reserve for the support of these taxes than their first 
or even second line of trenches in actual debate. The main 
argument is that they bring money in, and, while admittedly 
inequitable, are not much felt—roughly what one hears a man 
say when he has evaded the income tax or swindled a railway 
company. That they bring in money is beyond denial, but what, 
if any, truth is there in this doctrine that they are “ not felt”? 
If, in fact, we smoked or drank appreciably less because of them, 
or if our women wore less silk, there might be something in it. 
In so far as the delight of luxury expenditure is dependent upon 
distinction, then, if everyone scales it down in proportion, the 
delight continues unabated. It is true, of course, that the 
search for objects of universal or even general luxury consumption 
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has become illusory : we gratify our taste for luxury in too differ- 
entiated a fashion. But, waiving this point, in so far as demand 
for these things is inelastic, the taxing of them does impose a 
burden, it restricts our consumption of other things. We must 
not now at this point shift the pea under yet a third thimble by 
pontificating that “ of course ’ taxation is onerous. If a burden 
is imposed, these taxes are condemned by their inequitable distribu- 
tion of that burden. Let us notice also, at this point, their 
occasional tendency to penalise some of the least happily circum- 
stanced members of society. It is an unpleasing thought that the 
family of a whisky addict may have to choose between his con- 
tributing ten or twelve shillings a week to taxation at the expense 
of their food and firing, or turning to some cheap substitute such 
as methylated spirit or coal-gas bubbled through milk. Doubt- 
less women ought to select their husbands more wisely, and 
children their fathers with even closer prevision, yet, when all 
due care has been taken, mistakes must still be made. 

What holds in the extreme of drink and tobacco seems to hold 
generally of all taxes on commodities. We cannot regard them 
otherwise than as an excessively inequitable and random method 
of raising revenue. But what of the argument for them as the 
only available method of levy on a class which ought to con- 
tribute? This was the contention, if 1 remember right, to which 
Marshall attached importance, though he was always careful to 
add that whatever we took by taxation from the poorer classes 
should be returned, and more than returned, in beneficial State 
service to them. I feel that this argument is exceedingly relative 
to place and time, together with the parallel reasoning in favour 
of a general customs tariff as a financial resource in communities 
where, for one reason or another, direct income taxation may be 
unworkable. So far as our own place and time are concerned, I 
rate its force as negligibly small. The technique of income taxa- 
tion needs improvement, but it has improved and is improving, 
while the whole drift of social evolution is persistently reducing 
the fraction of national income which cannot be attacked directly. 
So far for the contention that members of the middle and upper 
classes who evade direct taxation are caught by duties on silk 
or wines or whisky. As regards the wage-earning class, the 
plausibility of the argument was weakened irreparably thirty 
years ago by that ingenious device for taxing wages regressively— 
the stamped card. It is true, no doubt, that despite all extensions 
there are still a number of small incomes which escape that net, 
and that the final step of linking it up with income taxation has 
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yet to be taken. In principle, however, the situation is sufficiently 
clear. It is abundantly proved that direct imposts upon the 
poorest of the poor are by no means administratively impossible. 

Turning next to the local rates, it hardly needs argument to 
convince us of their pernicious tendency in so far as they do not 
fall upon the value of land. The heaviest contributions to them 
come now from the prices of goods sold at retail and the rents paid 
for dwellings, and at least the second of these elements is in a high 
degree regressive as between grades of income and appallingly op- 
pressive at each grade of income to the larger as compared with the 
smaller family. The taxation of dwellings is perhaps upon the 
whole the most evil tax in principle which has ever been invented ; 
it attacks a necessary of life the demand for which is elastic. It is 
unpleasant to think that some 5 or 10 per cent. of a minimal income 
may often be exacted by this device. As against this we have to 
weigh the considerations that rates are a method of raising local 
revenue, and that some substantial part of their incidence rests 
in all probability upon beneficiaries of land value. On the first 
point we see no valid argument, granted that income taxation 
were suitably extended, against utilising it for local as well as for 
central purposes. It would, of course, be necessary to develop 
specific doctrines of local attachment for individuals and of the 
proportions of their incomes properly liable to local income 
taxation. To do this satisfactorily and with acceptance would 
certainly not be easy, but it is precisely my case here, as elsewhere, 
that the difficulties of rational taxation ought to be faced: that 
we can no longer afford to turn our backs upon them and let things 
drift. It is vastly important to educate ourselves in economics, 
and I can imagine few more fruitful methods than that of inducing 
serious popular discussion of the questions—who ought to con- 
tribute to local expenditure, for what reasons, and in what 
amounts ? 

The land value and capital aspect of the matter is more 
difficult, and since an analogous problem would present itself if 
taxation of commodities were abandoned, I must aim at some 
statement which will, in outline, cover both cases. One reason 
why many solid minds wiil refuse to recognise what seem to me 
the palpable wickedness and folly of these taxes is the enormous 
difficulty of devising a retreat from them which will not involve, 
in the short period at least, substantial windfall gains to certain 
individuals. Repeal of rates might in theory be accompanied by 
the introduction of a special tax on land values, which would 
absorb about as much land-value income as the rates in fact 
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intercept, but I confess to doubts of the practical wisdom of any 
such attempt. It is more difficult to conceive, even in theory, of 
any satisfactory way of preventing considerable benefit to owners 
of rated buildings if the rates were abolished, and to special 
industries and interests if commodity taxation were abandoned. 
Possibly in the case of the larger firms in the drink and tobacco 
industries some special taxation of surplus profit might be reason- 
able over a limited period. In the main, I admit to feeling on 
this side of the matter that a price has to be paid for escape from 
a faulty policy; after all, the price is for a limited period: the 
evils of the faulty policy, if it is persisted in, are permanent and 
cumulative. 

It would be interesting to pursue in detail the minor absurdities 
of our stamp duties, the ineptitude of N.D.C., the inconsequence 
and monstrosities of our dealings with entertainments, petrol, 
and motor transport, but my time and your patience are alike 
approaching exhaustion, and I shall prefer to attempt some 
rounding off of the main ideas which have underlain my paper. 
It will, I hope, have been evident that in suggesting abandonment 
of rates and indirect taxes, and reliance upon a generalised system 
of progressive income taxation and taxes on inherited wealth, I 
have been actuated by political at least as much as by economic 
considerations, and by a feeling for what I will venture to call 
civic virtue more than by anything else. I believe in direct taxa- 
tion not merely because I see in it the only potentially equitable 
system, and therefore (partly) the only truly productive system 
in the long run, but also because I see in it enormous possibilities 
of interesting the citizen in the State, in his relation to it, in what 
he gets out of it and what he gives to it. I confess to some 
impatience of the argument that indirect taxes should be credited 
with a merit in not being felt, holding strongly, on the contrary, 
that we ought to feel our taxes, that we are far more likely to 
value what we know we are paying for than what we suppose we 
are “‘ scrounging.”’ Is there not, in reality, a definite satisfaction 
in meeting one’s bills which ought not to be denied to the citizen 
of a democratic State? I want, in fact, to suggest that whatever 
arguments of technical expedience or practical convenience may 
urge us to get the money in without worrying unduly about where 
it comes from, this is a kind of conduct which no wholesome 
person tolerates for a moment in his own case, and that the State 
in this as in other matters should set an example above rather 
than below the level of its average citizen. By clinging tenaciously 
to methods which may have been appropriate or inevitable in past 
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centuries, we are forfeiting the encouragement to and enlighten- 
ment of good citizenship which might be achieved if our financial 
principles were more clearly defined and more sanely defensible 
economically and morally than they actually are. 

It is part of my thought on the matter, and I wish to make 
this clear, that our direct taxes need a good deal more refinement 
and elaboration to suit them to our needs. We must be prepared 
to go a good deal further in adapting them to differences of 
individual circumstance than we have in the past. In particular 
there is required, in my opinion, far more adjustment to the 
number of persons whom a given income in fact maintains, a far 
more liberal treatment of widows and invalids dependent upon 
small incomes from property, more consideration of the difference 
between the man who enjoys a large income for many years in 
succession and one who earns it only once or twice in a life- 
time. Another large field for inquiry is offered by the problem of 
variable profit. As we abandoned the income tax after Waterloo, 
so we scrapped after the Great War the excess profits duty. 
Some attempt at further experiment in that field seems to have 
underlain the initial plan for N.D.C. Sooner or later, if private 
enterprise survives, there must be development on this side. 
There are again a number of obvious problems awaiting attention 
in the taxing of inheritance. None of all these urgent matters 
are likely to be seriously attended to unless we can break with that 
traditional attitude towards finance which I have ventured to 
depict and criticise, and partly for that reason I have restricted 
myself to generalities in presenting my case. 

There remains for consideration one final legacy from the 
age of laissez faire: namely, the famous canon of exempting 
from taxation the minimum necessary to subsistence. I suspect 
that the ghost of this canon lurks somewhere behind our curious 
procedure in regard to the allowance on account of children. 
Possibly £10 was thirty years ago the officially accepted minimum 
of subsistence for an income-tax baby, and, for aught I know, 
£60 may be to-day. ‘‘ Ghost,” advisedly, since there never has 
been a time at which taxation failed to nip nose and fingers at least 
of the ultra-poor. However this may be, it is very much in my 
mind, first that this canon, though logical enough under laissez 
faire, has no claim to be accepted to-day, and secondly, that it is 
living on in our altered state and playing a part in that, to me, 
curious idea of many people that nothing appreciable is really 
due to the State until one has passed, say, the £3-a-week line for 
an individual or the £300-a-year line for a married couple with 
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two children. My feeling is, on the contrary, that a contribution 
sufficiency heavy to be “ felt ” should be called for from the very 
bottom of the scale. In this matter I am wholly on the side of 
those German economists who insisted throughout the nineteenth 
century that something was due to the State from the very poorest, 
and I would suggest most seriously that the willingness to bear 
taxation cheerfully, which is evident in Germany, and which puts 
us: here to shame, is a noteworthy symptom of essential vigour 
and value in the life of a nation I have, then, no patience at 
all with the typical bourgeois Socialist who considers that the 
modest £500 which represents to him a minimum standard of 
cultural existence ought to be sacred so long as any individual is 
allowed to spend up to £20,000 a year. I will go far with him in 
promoting such changes in our institutions as will make enormous 
incomes impossible. But I should feel more comfortable if I 
could persuade him, pending those changes, to accept my own 
thesis, that honour compels the citizen, even of a faulty com- 
munity, to make a sensible sacrifice towards its upkeep. I use 
deliberately the word “honour” rather than the word equity. 
If it is a question of what is “ fair,” it seems clear that the con- 
tribution made by our working and lower middle classes, both in 
their productive labour and in their expenditures on rearing 
children, so grossly exceeds what is due from them as compared 
with what is due from the wealthier classes as to justify a claim 
that incomes below £300 per annum should pay no taxes at all. 
But everyone who is worth anything knows in his bones that the 
attempt to base human association upon equity only is doomed to 
failure. If individual soldiers insisted to the limit that it was 
unfair for them to be killed, if women insisted that it was unfair 
for them to suffer and die in child-bed, if everyone everywhere 
stood strictly upon his rights, no one would get anything. We 
need to qualify, and we do in practice, all of us, qualify the claim 
for our rights with the assertion of our honour, and I am con- 
vinced that it is psychologically essential, if we desire to build a 
democracy, to enshrine this principle in our financial institutions. 
Of all the ideas which we have inherited from laissez-faire finance, 
the most dangerous for us to continue (granted that we are 
abandoning laissez-faire) are the notion of the exempted minimum, 
and the notion that indirect taxes are desirable because men do 
not feel that they are paying them. The State ought not to 
mean so little to anyone as that he will not assert his right to 

1 Germany enjoys the advantage that her people has never been conquered : 


in England we still reel from 1066 and all that ! 
No. 195.—voL. XLrx. Ga 
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contribute towards it. Still less ought the State to descend to 
picking pockets. Granted, our State is so imperfect that some of 
our citizens cannot afford to contribute. We do not in fact 
exempt them: we pick their pockets by rates and indirect taxes. 
Surely it would be better to put the matter on an open footing, 
and where we felt shame or met obstruction in collecting from the 
very poor took measures to make them less poor, and in the mean- 
time returned to them in benefits something more than the value 


of the contributions they made.! 
H. O. MEREDITH 


Belfast. 


1 If I am asked what benefit could be devised which would really cover all 
cases, I will answer, A lottery ticket. Not in the ordinary sense of a specific 
lottery, where tickets are sold and the receipts distributed between prizes and 
tax, but by allocation of, say, £5,000,000 per annum out of general revenue in 
prizes, and the issue to every man, woman, and child in the country of a free 
ticket for the draw. After all, one of the prime advantages of civilised life is 
the chance which it gives to the individual of attaining wealth: that chance, 
however, as things are, is appallingly weighted in favour of the middle and upper 
classes. To him that hath, there is given. Lotteries as a means of raising 
revenue seem to me only less dirty than taxes on drink or prostitution : they 
are just one more method of exploiting lightheartedness, extravagance, vice. 
But a lottery that would distribute revenue stands on a different footing. This 
would bring hope to millions and temptation to none. 


























REAL WAGE MOVEMENTS 


ARTICLES by Mr. Dunlop and Mr. Keynes in recent numbers 
of the Economic JouRNAL have shown the complexity of the 
relative movements of money wages, prices, real wages and 
output, have raised doubts about the traditional conclusion until 
recently widely held by British economists that “ wages are 
stickier than prices,’ and have indicated the need for further 
statistical investigation. It is necessary to distinguish several 
lines of investigation which have not hitherto been clearly 
separated. Each line of investigation needs its own appropriate 
statistics, but, up to the present, there has been a tendency to 
use statistics which are suitable for one problem as a basis for 
conclusions about other quite distinct problems. This has per- 
haps been partly due to the fact that adequate statistics are not 
yet available for the solution of some of the problems, though 
rough estimates might be made which would be more satisfactory 
than the use of unsuitable statistics. 

Some obscurity has been caused by adopting the term “‘ wages ”’ 
without distinguishing its various meanings, which include the 
following :— 

1. Money rates of wages, either time or piece, fixed by 
individual or collective agreements or by governmental 
authority. 

2. The money rates of wages actually paid, which may 
be higher than the minima fixed by agreement or govern- 
mental authority, or may be lower than these minima if 
means of enforcement are inadequate. 

3. Money earnings, including the effects of overtime, 
short time, piece-work earnings and incentive bonuses. 


For each of these categories there is a corresponding “ real ” 
wage. The term “ wages” is also sometimes used to denote 
labour cost per unit of output. 


I 


Among wage movement problems the following related but 
quite distinct questions are of special interest :— 


1. When there is a change in the cost of living, what is 
the movement of the real wages of workpeople in full em- 
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ployment? Do real wages rise and fall as the cost of living 
rises and falls, or do money wages lag behind the movement 
of the cost of living so that real wages move in the opposite 
direction to the cost of living? This is of more immediate 
interest to the workers than to manufacturers, who in many 
industries are only affected indirectly and often after an 
interval of many months by changes in the cost of living. 
This question must be distinguished from the relation 
between real wage movements and the fluctuations of the 
trade cycle, for it not infrequently happens that the cost of 
living declines during a period of cyclical improvement of 
trade, and the rise in real wages of workpeople in full em- 
ployment may, under such conditions, be due to decline in 
the cost of living, and not to the improvement of trade. 

2. What is the relation between the real earnings of all 
workpeople, whether in full employment or not, and the 
fluctuations of the trade cycle? Real earnings represent 
potential demand for commodities more closely than do the 
real wages of fully employed workpeople, and are of special 
interest when considering a policy of deliberate expansion 
or contraction of purchasing power with a view to diminishing 
cyclical fluctuations. 

3. What is the relation between wage or labour costs per 
unit of output and the fluctuations of the trade cycle? 
Whereas the previous problems are mainly concerned with 
demand, this is concerned with supply. It involves the 
influence of wages on the producer when deciding to increase 
or reduce output. The manufacturer is more immediately 
interested in labour costs than in the purchasing power of 
the workers’ wage rates or earnings. The latter affect him 
only through their influence on labour costs, and in the 
short period the relation is not close. 




















For the first of these questions the most suitable statistics 
are money full-time rates of wages, preferably for a week, month 
or quarter, including allowance for any payments in kind or 
other similar advantages and deducting any payments involved 
in earning the wage. These statistics may be combined with 
the average full-time earnings of workers employed at piece 
rates during normal hours of work.! Using suitably weighted 
cost-of-living index numbers, the changes in real wage rates are 
then calculated. Mr. Dunlop rightly points out that the weight 








1 Such statistics of earnings are rarely available. 
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given to food in the British series of cost-of-living index numbers 
is too great, and that the effect of this, during post-war years, 
has been to exaggerate the changes in real wages. This defect 
will be remedied when the new series using the results of the 
recent family budget inquiry becomes available. 

Annual statistics are often adequate, but sometimes quarterly 
statistics are preferable, as adjustments of money wage rates in 
consequence of changes in the cost of living or of trade activity 
may be effected within a few months. The link relative method 
of comparing real wages from year to year, which Mr. Dunlop 
used, is less satisfactory in some ways than index numbers 
calculated on a suitable base year. Thus in a period of severe 
depression, during which both the cost of living and money 
wage rates are falling, as for example in a number of countries 
from 1921 to 1923, the first year may show a much greater fall 
in the cost of living than in money wage rates, and in consequence 
real wage rates may have risen by, say, 12 per cent. Then in 
the second and third years money wage rates may fall more 
than the cost of living, so that real wage rates might be reduced 
from 12 per cent. to, say, 9 per cent. and then to 8 per cent. 
above the level prevailing before the depression. By using the 
link relative method it could be said that in two out of the three 
years when the cost of living was falling money wage rates had 
fallen still more, thus seeming to deny the traditional conclusion, 
whereas throughout the three-year period real wage rates remained 
substantially above the level before the fall in the cost of living 
began. 

For the calculation of real earnings the wage data required 
are statistics of actual money earnings taken from the pay-rolls 
of a sufficient number of representative employers. The statistics 
allow for overtime and short time, for variations in the earnings 
of piece-workers, and for changes in the proportions of skilled 
and unskilled, of men and women, and of adults and juveniles. 
Such statistics of actual money earnings, which are rarely avail- 
able, show wider fluctuations than money rates. If converted 
into real terms by means of cost-of-living index numbers they 
represent fairly closely the purchasing power of workpeople, and 
it is probable that, when cyclical fluctuations are considerable, 
this purchasing power usually contracts during periods of declin- 
ing trade and expands during periods of improving trade. Esti- 
mates of the national wage-bill, compiled for the study of the 
distribution of the national income, are useful as a measure of 
total earnings, and support this conclusion. 
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Turning now to labour costs for a unit of output, manu- 
facturers are much more interested in money costs and their 
effect on balance sheets and rates of profits than they are in 
“real” costs of labour. It seems likely that money labour 
costs per unit of output fall during depression and rise during 
periods of prosperity.!_ This is in part the result of correspond- 
ing changes in money rates, but it is also due to the fact that 
the average efficiency of the smaller labour force retained during 
depression is greater, owing to the retention of the best work- 
people and to improvement in the quality of their work resulting 
from desire to retain their jobs. Against this must be set a 
frequent practice of managers and workpeople to slow down 
the speed of work in periods of depression, thus checking the 
tendency for labour costs to fall. 

In determining their volume of output, producers are affected 
on the labour side both by labour costs and by the purchasing 
power of the workers, together with unemployed persons, as 
consumers, and generally it seems likely that these largely offset 
one another at different stages of the trade cycle, leaving the 
labour element fairly neutral. The position, of course, varies 
considerably from industry to industry. In coal-mining, where 
labour represents a high proportion of total costs, a fall in labour 
costs in depression is important, but in industries in which labour 
costs form a relatively small proportion of total costs the effect 
upon the manufacturer’s production policy is probably slight. 
If for example labour represents 30 per cent. of total costs, and 
a reduction of 10 per cent. in labour costs is secured during a 
depression, the effect is only 3 per cent. on total costs, which is 
small in comparison with increases in overhead costs per unit 
calculated on the smaller output, and with the effect of fall in 
the selling price of the product, though this is often partly offset 
by a fall in the cost of raw materials. 

Unfortunately, comprehensive statistics of labour costs are not 
available. In the absence of such data use has sometimes been 
made of statistics of rates of wages. These are, however, mainly 
time rates which do not allow for changes, at different periods of 
the trade cycle, in the average output of time workers employed ; 
nor do the statistics show the effects of changes in output of 

1 This is consistent with Colin Clark’s statistics of average real labour 
cost per unit of production in Great Britain during the years 1928 to 1936, which 
show a slight rise during the depression and a considerable fall in the recovery 
years (National Income and Outlay, p. 257). These changes were due partly to 
the effect of changes in the cost of living, but also to improvements in productive 
efficiency. 
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workpeople on piece rates. The use of statistics of rates of real 
wages calculated by using cost-of-living index numbers is still 
more remote from the problems with which in the short period 
producers are faced. Whatever may be a proper measure of 
real labour cost, it is certainly not the relation between time 
rates of wages and the cost of living. A more suitable series 
could be calculated from money rates of wages by using index 
numbers of wholesale prices representing the selling prices of 
the goods produced. The Board of Trade series does not repre- 
sent these selling prices, being largely based on the prices of raw 
materials. In the absence of a satisfactory price series, a some- 
what more appropriate calculation might be made by using an 
average of wholesale price and cost-of-living index numbers. It 
is of interest to note that changes in the cost of living often lag 
several months behind movements in wholesale prices. 


II 


In this section some of the many series of wage-rate and 
cost-of-living statistics are brought under review, and they give 
support to the traditional conclusion that, in the short period, 
money wage rates of workpeople in full employment lag behind 
movements in the cost of living. In other words, real wage 
rates tend to fall when the cost of living increases and to rise 
when the cost of living falls. The approach is somewhat different 
from that of Mr. Dunlop. He looks for a movement of money 
wages, observes the movement of real wages, and relates these 
to fluctuations of business activity. Here, on the contrary, 
attention is directed first to changes in the cost of living and 
then to real wages. This seems to be nearer to the central feature 
of the traditional conclusion. 

The statistics show that real wage rates are more immediately 
affected by changes in the cost of living than by the cyclical rise 
and fall of trade and employment. Here it may be repeated 
and emphasised that, although the cost of living is affected 
positively by the course of trade and employment, it cannot be 
assumed, as sometimes seems to be done, that the cost of living 
invariably falls when trade declines and invariably rises in periods 
of improving trade. Statistics show that in some periods the 
cost of living falls when trade is improving and rises when trade 
is declining. The considerable increase in real wage rates in Great 
Britain between 1924 and 1934 took place during a period when 
money wage rates fell fairly steadily, when the cost of living fell 
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still more, and when the state of trade and employment showed 
wide changes.! Between 1891 and 1896 money wage rates remained 
almost unchanged, unemployment rose from 3-5 per cent. in 
1891 to 7-5 per cent. in 1893 and then fell to 3-4 per cent. in 1896, 
the cost of living fell steadily and real wages rose steadily, the 
changes in real wages showing a closer relation to the movement in 
the cost of living than to fluctuations in trade and employment.? 

In some periods, employment, cost of living and money wage 
rates all move down considerably. In Great Britain the years 
1920-21 and 1929-32 were such periods, and real wage rates 
rose in both, giving clear examples of money wage rates being 
“ stickier ’ than the cost of living. 

In the table below, covering the years 1860-99, the index 
numbers of money wage rates and of rent and retail prices com- 
piled by Mr. G. H. Wood are given,? together with the per- 
centage unemployed among trade unionists, and index numbers 
of real wage rates of workpeople in full employment. It is 
recognised that the money wage rates, and especially the price 
statistics, are only rough estimates, but they serve to indicate 
a close relation between changes in the “ cost of living ” and in 
real wage rates. In the twenty-one years in which the cost of 
living fell, real wage rates, with trend eliminated, rose in fifteen 
years, remained unchanged in four years, and moved in the 
same direction as the cost of living in only two years. In the 
fourteen years in which the cost of living rose, real wage rates 
fell in eleven years, remained stable in one year, and moved in 
the same direction as the cost of living in only two years. When 
in the four remaining years the cost of living did not change, 
real wage rates rose in two years, fell in one year and remained 
unchanged in one year. Thus in the whole period of thirty-nine 
years there were changes in the cost of living in thirty-five years, 
and in thirty-one of these years real wage rates moved in the 
opposite direction to the cost of living or remained unchanged, 
thus strongly supporting the traditional conclusion. Two of the 
four exceptions were the abnormal years 1871 and 1873 following 
the Franco-Prussian War. Very similar results are obtained if 
the real wage rate index numbers with trend included are used. 

The table also illustrates the point mentioned earlier, that the 
cost of living not infrequently falls when trade is improving and 





1 See table on p. 433. 2 See table on p. 431. 
3 These data are taken from Mr. Wood’s article on ‘“‘ Real Wages and the 
Standard of Comfort since 1850,” Journal of the Royal Statistical Society, Vol. 


LXXII, March 1909, pp. 91-103. 
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rises when trade is declining. Business may be brisk, with rising 
output and low unemployment, in periods when the cost of living 
is falling, and in such periods the rise in real wage rates tends 
to be rapid, the workers benefiting both from favourable con- 
ditions of employment and from the increasing purchasing power 
of the monetary unit. 


Changes in Money and Real Wage Rates, Rent and Retail Prices, 


and Unemployment in Great Britain, 1860-99 
(Base, 1850 = 100) 














Tndax of Soacliaca aol Index of Real Wage 
Average Rent and | Percentage Rates. 
Year. Money Commodity Unem- = 
Wage Prices ployed. Trend | Trend 
Rates. (Retail). Included. |Eliminated.? 

1860 114 110-5 1-9 103 103 
1861 114 113-0 5-2 100 100 
1862 116 110-5 8-4 105 105 
1863 117 107°5 6-0 109 109 
1864 124 106-5 2-7 117 116 
1865 126 107°5 2-1 117 113 
1866 132 113-5 3:3 116 109 
1867 131 119-5 7-4 109 101 
1868 130 117-5 7-9 110 101 
1869 130 113-0 6-7 115 105 
1870 133 113-0 3-9 118 106 
1871 138 113-5 1-6 121 107 
1872 146 119-0 0-9 122 107 
1873 155 120-5 1-2 128 110 
1874 156 117-0 1:7 133 113 
1875 154 113-5 2-4 135 113 
1876 152 111-5 3:7 137 113 
1877 151 113-5 4-7 133 107 
1878 148 111-5 6:8 132 104 
1879 146 106-5 11-4 137 106 
1880 147 109-5 5-5 134 102 
1881 147 108-0 3:5 136 103 
1882 147 108-5 2°3 135 101 
1883 149 106-5 2-6 139 103 
1884 150 104-5 8-1 144 106 
1885 149 101-0 9-3 148 109 
1886 148 98-0 10-2 151 110 
1887 149 96-0 76 155 lll 
1888 151 96-0 4-9 157 lll 
1889 156 98-0 2-1 159 110 
1890 163 98-0 2-1 166 113 
1891 163 99-0 3°5 164 109 
1892 162 99-0 6-3 163 106 
1893 162 96-5 75 167 107 
1894 162 95-0 6-9 170 107 
1895 162 93-0 5:8 174 108 
1896 163 92-5 3-4 176 107 
1897 166 94-5 3-5 176 106 
1898 167 96-0 3-0 174 103 
1899 172 95-0 2-4 180 106 


























1 The nine-year moving-average method was used. 
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In the period of rising prices from 1896 to 1914 the statistics 
available show a halt in the rise of real wages. ‘In the middle 
of the ‘nineties real wages undoubtedly rose to the highest point, 
thanks to the fall in prices; and in the following period there 
was a lag in wages.’’! Professor Bowley’s statistics show that, 
whereas in the period of falling prices from 1880 to 1896 average 
real wages rose by more than 40 per cent., they were nearly 
stationary from 1896 to 1914.? 

During periods of considerable currency deflation or inflation 
the lag in adjusting money wage rates to changes in the cost of 
living is often clearly marked, though if the period is prolonged 
the rise or fall in real wage rates tends to occur mainly in the early 
part, after which there may be some reversal of the movement. 
During the war, for example, real wage rates in Great Britain fell 
until 1917, after which, though the inflation continued, they rose. 
The sudden and heavy deflation in a number of countries in 1921 
led to an appreciable rise in real wage rates, as is shown by 
statistics published by the International Labour Office.* 

Similar conclusions are reached by comparing changes in 
weekly wage rates during the fourteen years from 1924 to 1938 
with changes in the cost of living. During this period the cost 
of living fell in eight years, rose in four years, and was stable 
in two. In ten of the twelve years in which there was a change 
in the cost of living, the movement of “ real wages ”’ was in the 
opposite direction to that of the cost of living. Thus, real wage rates 
fell when the cost of living rose, ana rose when the cost of living 
fell. In only two years, 1928 and 1936, real wage rates and the cost 
of living did not move in opposite directions. It is of interest to 
note that each of these years in which the relative movement 
was exceptional was about twelve months before the high point 
of a trade cycle, but that whereas in 1928 the cost of living and 
real wage rates both fell, in 1936 the rise in money wage rates 
just kept pace with a rise in the cost of living and real wage rates 
remained unchanged. 

The statistics on which the preceding paragraph is based are 
tabulated below. The wages are average weekly rates of work- 
people in full employment at the end of December in each year, 
given in papers by Mr. E. C. Ramsbottom.* The cost-of-living 


1 Layton and Crowther, An Introduction to the Study of Prices, p. 115. 

2 Bowley, Wages and Income in the United Kingdom since 1860, pp. 32 and 33. 

3 International Labour Office, Studies and Reports, Wage Changes in various 
Countries, covering in three separate studies the years 1914-21, 1914-22, and 
1914-25. 

4 Journal of the Royal Statistical Society, Vol. XCVIII, Part IV, 1935, p. 661, 
and Vol. CII, Part II, 1939, p. 291. 
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index numbers for corresponding dates are those compiled by 
the Ministry of Labour. 


Index Numbers of Average Money Wage Rates, Cost of Living and 
Real Wage Rates in Great Britain, 1924-38 


(Average of 1924 = 100) 











Date (end of | _ Index of | Index of | Index of 

December), | Weekly Money | Cost of Real Wage 
| Wage Rates. | Living. Rates. 
1924 100-8 | 102-9 | 98-0 
1925 101-3 100-0 101-5 
1926 101-7 | 100-0 | 101-5 
1927 | 99-8 96-0 | 104-0 
1928 98-9 | 95-4 | 103-5 
1929 98-6 94-9 | 104-0 
1930 97-9 87-4 112-0 
1931 95-7 | 84-0 114-0 
1932 94-4 81-1 116-5 
1933 | 4-0 | 81-1 | 116-0 
1934 | M44 | 81-7 115-5 
1935 95-6 | 84-0 | 114-0 
1936 | 98-6 | 86-5 | 114-0 
1937 | 103-1 91-0 113-5 
118-0 


1938 104-3 88-5 





Similar general results are shown by statistics compiled by 
Professor Bowley, and also by using the money wage index 
numbers of the London and Cambridge Economic Service.? 
Real wage index numbers for the years 1927-37 calculated from 
Swedish official statistics of average daily money wages also 
support the same conclusions. During the years 1929-31, when 
the cost of living fell steadily, real wages rose steadily. Then 
for several years the cost of living fluctuated irregularly and the 
movement of real wages was also irregular; in 1933 the cost of 
living and real wages both fell, and in 1935 they both rose. 
During the next two years the upward movement of the cost of 
living became more marked, and in both years real wages fell. 
The statistics for the United States given by Mr. Tarshis for 


? The cost-of-living and real wage index numbers from 1924-34 are given in 
Mr. Ramsbottom’s paper; those for 1935-38 are on the same basis, and are 
comparable with the earlier indexes. 

* Professor Bowley says: ‘‘ After 1924 prices fell rapidly to a minimum in 
1933, and then took an upward turn. . . . Money wages began to fall later, 
from 1926, and fell more slowly than prices, so that real wages rose some 18 per 
cent. on the average. . . . Since 1933 the increase in money wages appears to 
have lagged behind that of prices. It has generally been the case, as indeed we 
should expect a priori, that real wages fall for some time when prices rise, and 
rise when prices fall. The stationariness of money wages is no new phenomenon ”’ 
(Wages and Income in the United Kingdom since 1860, p. xv). 
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seventy-five months from January 1932 to March 1938 are less 
consistent. However, in twenty-seven months the movement 
of real wages was in the opposite direction to that of the cost 
of living, and in only nineteen months was the movement in the 
same direction; in twenty-eight months either the cost of living 
or real wages remained unchanged.? It is not surprising that 
the relation between movements of the cost of living and of real 
wages was abnormal in the United States during this period. In 
1933 and 1934 wages were greatly influenced by the application 
of ‘New Deal” legislation, and, in addition to the general 
pressure to increase wages, hourly wages, which are those used 
by Mr. Tarshis, were specially raised in order to maintain weekly 
earnings when hours of work were reduced. From 1933 to 1938 
the course of wages was affected by the rapid growth and more 
vigorous action of the trade union movement, and by the support 
given by the Government to this movement and to the regula- 
tion of working conditions by collective bargaining. The period 
from 1932 to 1938 is too short and exceptional to provide a basis 
for generalisation, and it would have been interesting if Mr. 
Tarshis had included the years 1928-31 in his review. 

In contrast with the United States, there are few countries 
in which wage rates have, for many years, been as widely regu- 
lated by collective methods, especially by arbitration-court 
awards and wage-board determinations, as in Australia. The 
method of adjusting wage rates regularly to changes in the 
cost of living has been extensively applied in consequence of 
the adoption of the living-wage principle. Also, adequate 
statistics are available for a considerable number of years. These 
are tabulated below for the years 1920-36, the money wage index 
being based on the average weekly wage rates of adult male 
workpeople in full employment. In eleven of the sixteen years 
the changes in the cost of living were associated with changes of 
real wages in the opposite direction. In periods of considerable 
cost-of-living movements the lag in real wages was substantial. 
On the other hand, in only two years (1926 and 1932) was there 
any noteworthy movement of real wages in the same direction 
as the cost of living. The statistics thus support the traditional 
conclusion that wage rates are stickier than prices. 


1 Economic JourNnaL, Vol. XLIX, March 1939, pp. 151-2. 

2 These statements are based on the real wage indexes unmodified to allow 
for changes in the cost of living due to changes in the terms of trade between 
agriculture and industry, these indexes being the more relevant for the present 


purpose. 
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Index Numbers of Average Weekly Money Wage Rates, Cost of 
Living and Real Wages Rates in Australia, 1920-36 1 











(1911 = 100) 
| Index Numbers of Index of Index of 

Year, Weekly Money Cost of Real Wage 

Wage Rates. Living. Rates. 
1920 162-7 193-5 84-1 
1921 182-6 168-0 108-7 
1922 180-1 161-9 111-2 
1923 180-5 166-4 108-5 
1924 184-0 163-7 112-4 
1925 186-1 165-4 112-5 
1926 191-4 167-7 114-1 
1927 194-6 166-2 117-1 
1928 196-3 167-5 117-2 
1929 197-2 171-3 115-1 
1930 193-9 161-8 119-8 
1931 175-2 144-8 121-0 
1932 163-9 137-7 119-0 
1933 158-4 133-5 118-7 
1934 159-0 135-5 117-3 
1935 160-9 138-0 116-6 
1936 163-5 140-9 116-0 











As already indicated, fewer statistics are yet available for 
determining the relationship between real earnings of all work- 
people, whether in full employment or not, and the fluctuations 
of the trade cycle. Those which are available support the con- 
clusion that real earnings fall during periods of depression and 
rise during periods of boom. In other words, any increases in 
real wage rates which may accrue to workers who remain in full 
employment during periods of depression accompanied by a fall 
in the cost of living are more than offset by loss of earnings 
resulting from short time and unemployment. Similarly in 
periods of improving trade any stickiness in adjusting wage 
rates is offset by additional employment. This is illustrated by 
the statistics for Great Britain tabulated below for the years 
1930-36. They are index numbers of the national wage bill 
based on data compiled by Professor Bowley.* 


1 The statistics are taken from the Official Year Book of the Commonwealth 
of Australia. For the base year 1911 the index numbers are for the end of the 
year, but for other years they are averages for the whole year. The cost-of- 
living index numbers are known in Australia as the ‘‘ C ’’ Series, and cover food, 
groceries, housing, clothing, fuel, light and miscellaneous items. 

® Wages and Income in the United Kingdom since 1860, p. 76. The statistics 
cover shop assistants as well as the main body of industrial workers. They 
represent aggregate wages paid in a year, though comprehensive statistical data 
on the effects of overtime and short time are available only in years when wage 
censuses are taken; they are given without deduction of workers’ contributions 
to compulsory insurance schemes, and employers’ contributions to such schemes 
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Index Numbers of the Money Wage Bill, Cost of Living, Number 
of Earners, and “ Real”? Wage Bill in Great Britain, 1930-36 


(1929 = 100) 





** Real’? Wage Bill Index 











| * 
| Money Cost-of- — ahumeeae 
_ | Wage Bill Living co be MO Ny ee are maniea. 
Year. | Index Index | Num er Of | Including | Excluding 
' Numbers. | Numbers. Earners. Growth in | Growth in 
| | Number of | Number of 
| | Earners. | Earners, 
1930 939 | 953 | 100-7 | 98-5 | 97:8 
1931 | 87-2 | = 89-5 101-4 97-4 96-0 
1932 | 848 | 87-1 101-7 97-4 95-8 
1933 | 866 | 846 +| 1023 | 100-2 97-9 
1934 | 92-1 | = 85-6 | 102-9 107-6 104-6 
1935 | 96-9 86-7 103-7 | 111-8 107-8 
1936 | 1047 | 893 {| 1059 | 117-2 110-7 





Calculations based on Professor Bowley’s estimates of the 
national wage bill in each of the years from 1880 to 1914 show 
generally similar results. In the depression in the early 1890's, 
and in those of 1903-4 and 1908-9 there was a fall in the “ real” 
wage bill, while in each of the periods of improving employment 
the “real” wage bill increased. The depression of 1884-86 was 
almost an exception, for the fall in the cost of living was so great 
that the preceding rise in the “real” wage bill was merely 
checked and not reversed; with trend eliminated, however, a 
slight fall was shown. A review of Mr. G. H. Wood’s statistics 
of real wages including allowance for unemployment during the 
years 1850-1902 also shows that, with few exceptions, a fall in 
employment was accompanied by a fall in real wages (earnings) 
and a rise in employment by a rise in real wages. 

Mr. Keynes refers to “ stability of the proportion of the 
national dividend accruing to labour, irrespective apparently of 
the level of output as a whole and of the phase of the trade 
cycle,”’ and uses this phenomenon as confirmation of “ the prob- 
ability of constant or diminishing, rather than increasing profit 
per unit of output when output increases.” 1 It is true that the 
degree of stability is remarkable, but there is sufficient variation 
in different phases of the trade cycle to deny the claimed con- 
firmation, and the fluctuations from year to year are not so 





are not added, and they do not include unemployment benefits received by 
persons wholly unemployed. If these were included, the real income from wages 
and unemployment benefit during the depression years 1930-2 would probably 
be very little, if any, below the 1929 level. 

1 Economic JouRNAL, March 1939, p. 48. 
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random as Mr. Keynes suggests. There is also some evidence of 
gradual long-period changes, though statistics are not yet avail- 
able over a sufficient number of years for the proper study of 
such changes. It must be emphasised that changes in the 
relative share of labour in the national dividend are relatively 
small, and a variation of 1 or 2 per cent. is at least as significant 
as a change of 5 or 10 per cent. in real wage rates. 

- The table below gives statistics compiled by Mr. Colin Clark 
showing the relative shares of manual labour, salary earners, 
profits and interest, and rent, in the national dividend of Great 
Britain in 1911 and in each of the years 1924-35. Changes in 
the wage proportion show no marked trend during the years of 
minor cyclical fluctuations from 1924 to 1928, but from 42-3 per 
cent. in 1928 the proportion fall steadily to 40-5 per cent. in 
1930, while in the same period the profits and interest proportion 
rose from 22-9 per cent. to a peak of 25-5 per cent. in 1930. Then 
in the depression, with profits falling heavily, the wage propor- 
tion rose about two points to 42-8 per cent. in 1931 and 42-5 per 
cent. in 1932. This increase was lost during the recovery years 
1933-35, and in 1935 wage and also interest and profit proportions 
stood at about the same levels as in 1930. The salary propor- 
tions showed somewhat similar variations during this period. 


Percentage Distribution of the National Income of Great Britain 
between Factors of Production in 1911 and 1924-35 } 





Profits and 














Year. Wages. Salaries. Intevest. Rent. 
1911 39-5 15-6 33:8 11-1 
1924 42-1 25-4 25:1 7-4 
1925 40-0 24:8 28-2 7-0 
1926 40-9 26-7 24-4 8-0 
1927 42:1 25-8 24-1 8-0 
1928 42-3 26-4 22-9 8-4 
1929 41-8 26-6 23-1 8-5 
1930 40-5 25-3 25-5 8-7 
1931 42:8 27-8 19-5 9-9 
1932 42-5 28-3 18-8 10-4 
1933 42-0 28-0 19-8 10-2 
1934 41-5 26-5 22-4 9-6 
1935 | 40-5 25-0 25-4 9-1 








During post-war years the wage proportion, and still more the 
salary proportion, have been above those in 1911, while the 
profits, interest and rent proportions have fluctuated at con- 
siderably lower levels than in 1911.2 

? Colin Clark, National Income and Outlay, p. 94. 


* The 1911 proportions are based on Professor Bowley’s estimates, adjusted, 
however, by the transfer of shop assistants from wage-earners to salary-earners. 
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III 


Where wage rates are fixed by collective bargaining or govern- 
ment machinery, the rates remain in operation for considerable 
periods, often being fixed for twelve months in the first instance, 
but frequently remaining unchanged for several years. Also 
when the procedure for a change is set in motion, in order to 
adjust wage rates to an improvement or decline in trade accom- 
panied by a rise or fall in the cost of living, many months elapse 
before the new rates are fixed and come into force. During these 
intervals real wage rates inevitably rise when the cost of living 
falls and fall when the cost of living rises. 

The period of negotiation of new rates between trade unions 
and employers’ organisations is often six to nine months in 
British industries. Under Trade Board procedure there is 
frequently an interval of eight months from the time when one 
side begins to prepare its demand for a change until the new 
rates become operative. The length of the period for which 
rates are fixed depends somewhat on the part which labour cost 
represents of the total cost of production. Thus a recent agree- 
ment concluded by the Joint Industrial Council for the flour- 
milling industry provides that wage rates and conditions in the 
industry shall be stabilised for a period of three years “ subject 
to no violent change in money value due to inflation or other 
unusual occurrence such as war.’ Such stabilisation would be 
impracticable in an industry in which labour costs formed a high 
proportion of total costs. This is the position in the coal-mining 
industry, in which wage changes are made every two or three 
months in accordance with district ascertainments of net proceeds. 

The most regular general system of wage-rate adjustment is 
that of the Australian Commonwealth Court of Conciliation 
and Arbitration, which, in application of the living-wage 
principle, makes quarterly changes in the basic wage rates in 
accordance with fluctuations in the cost of living. This system 
permits only a limited lag between money wage rates and the 
cost of living. As indicated below, the Court also makes other 
changes to meet special circumstances. 

At the beginning of a depression or period of recovery em- 
ployers and trade unionists cannot be certain about the course 
of business activity before them. After a period of prosperity, 
a slight decline in trade may quickly give place to a further rise, 
or it may herald a serious depression. Several months may pass 
before the situation becomes clear, and during this interval 
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demands for changes in wage rates are often withheld. Delay 
in making wage changes is also due to the tactics adopted by 
trade unions or employers’ organisations. Trade unions will 
adopt delaying tactics when faced with demands for wage reduc- 
tions in a period of depression, while employers’ organisations 
will adopt a similar policy in periods of trade improvement. It 
was partly to reduce such delays that a second judge was appointed 
in 1938 to the Western Australian Arbitration Court. All these 
various delays cause money rates of wages to be relatively stable. 
In special circumstances measures may be taken which result 
in money wage rates moving for a time more rapidly than the 
cost of living. This was true in the United States when action 
favourable to labour was taken under New Deal legislation, and 
also in France under the Blum Government when hourly wage 
rates were increased at the time of the introduction of the forty- 
hour week. In Australia in 1931 the Commonwealth Court of 
Conciliation and Arbitration made a 10 per cent. cut in the basic 
wage rate, in addition to continuing quarterly wage adjustments to 
changes in the cost of living, while in 1937 a “ prosperity loading ”’ 
was granted by the Court over and above increases in basic rates 
resulting from the usual quarterly cost of living adjustments. 
New Zealand supplies a further example, as is shown by the 
following table. In each of the years 1930-35, with the exception 


Index Numbers of Money Wage Raies, Retail Prices and Real 
Wage Rates in New Zealand, 1929-36 
(1926-30 = 1000) 











; | Money Wage | Retail | Real Wage 
Year Rates. Prices. H Rates. 
1929 1017 1004 1013 
1930 | 1017 981 1037 
1931 | 942 906 | 1040 
1932 | 864 838 1031 
1933 833 795 | 1048 
1934 | 839 | 808 1038 
1935 858 837 1025 
1936 950 864 1100 





of the year 1932, wherever retail prices fell real wage rates rose, 
and when retail prices rose real wage rates fell, thus supporting 
the conclusion reached in Section II.2 In 1936, however, real 


1 New Zealand Official Year Book, 1938, p. 762. 

* The exceptional year 1932 illustrates special circumstances, for it was in 
this year that the Industrial Conciliation and Arbitration Amendment Act was 
passed, which took away many of the powers of the Arbitration Court and 
opened the way for rapid reduction of wage rates. 

No. 195.—voL. XLIx. HH 
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wage rates and retail prices both rose substantially, this being 
due mainly to a special rise in money wage rates effected by the 
Finance Act of that year passed by the Labour Government. 

As the strength of the trade union movement and employers’ 
organisations and the methods of wage regulation differ in different 
countries, at different periods and in different industries, no 
generalisation about the lag in adjusting wage rates can be 
made. It is likely to be shorter where firms fix their own wage 
rates than where the rates are fixed by collective bargaining or 
by systems of regulation established by governments.1 In Great 
Britain the lag is probably longer under present conditions than in 
the period between 1860 and 1900, when collective bargaining was 
much less extensive and when trade boards had not been estab- 
lished. It is also likely to be longer than in the United States, 
where in many industries collective agreements have not yet 
become the regular method for fixing rates of wages. 


IV 


The main conclusions may be summarised as follows :— 


1. The traditional conclusion is concerned with the 
relation between changes in money rates of wages and 
changes in the cost of living, and not with the relation 
between changes in money rates of wages and changes in 
trade and employment. There are periods when move- 
ments of the cost of living are in the same direction as 
movements in trade and employment, but it cannot be 
assumed, as is sometimes done, that the cost of living 
invariably falls during periods of depression and rises during 
periods of recovery. 

2. In the short period real wage rates tend to fall when 
the cost of living rises and to rise when the cost of living 
falls. When, however, changes in the cost of living are 
slight and irregular, the tendency for money wage rates to 
lag may be more than offset by the effects of other factors. 
It is in periods of considerable change that the results are 
clearly defined. 

3. During periods of considerable cyclical fluctuation 
real earnings contract during periods of declining trade and 
expand during periods of improving trade. In other words, 
any increases in real wage rates which accrue to workers 


1 Most of the statistics of wage rates available are for industries and occupa- 
tions in which regular collective methods of wage fixing are in operation. 
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who remain in full employment during periods of depression 
accompanied by a fall in the cost of living are more than 
offset by loss of earnings resulting from short time and 
unemployment. Similarly in periods of improving trade 
any “ stickiness ” in adjusting wage rates is more than offset 
by additional employment. These conclusions require 
qualification if account be taken of large sums accumulated 
in some countries in times of good trade and distributed in 
the form of unemployment benefits during periods of 
depression. 

4. Adequate statistics are not available for the measure- 
ment of changes in general labour costs, and such changes 
cannot properly be measured by comparing time rates of 
wages with the cost of living. Also in the short period 
producers are more interested in money labour costs per 
unit of output than in “real” labour costs. It is likely 
that, in the short period, and taking account of such changes 
in money rates of labour costs as are usually effected during 
periods of improving or declining trade, producers are not 
greatly affected by changes in money-labour costs or in real- 
labour costs measured by the cost of living, and that their 
production policy is determined much more by other factors, 
particularly overhead costs and changes in the wholesale prices 
of their raw materials and finished products. This must be 
qualified for industries in which labour costs represent a 


large part of total costs. 
J. Henry RICHARDSON 
Leeds University. 








EXPECTATIONS AND EMPLOYMENT 


THE extreme instability of the values placed on equipment, 
which arises from their dependence on conjectures about an 
unknown future, is one of the main themes of Mr. Keynes’ General 
Theory of Employment, Interest, and Money. The following is a 
very tentative and provisional attempt to analyse somewhat 
further the manner in which this valuation is performed, the 
entrepreneur’s attitude to his ignorance of the future, and those 
changes of this attitude which may be supposed to occur in a 
regular way; and to draw some inferences as to the changes 
which are generated in the level of employment and aggregate 
output. 


I 


By expectational vista I mean the entire assemblage of con- 
jectures or assumptions about future situations which exists in 
the mind of an individual at any moment. Let us assume that 
these expectations specify the values which a number of variables 
will assume at certain fixed dates, and are not concerned with 
the non-quantitative aspects of events or situations. A “ situa- 
tion”’ thus means a set of specific values of certain variables. 
An individual’s vista of expectations is likely to be multiple, 
i.e. to comprise a number of variants, each specifying a different 
situation for any one future date. Each of these variants is 
likely to differ from the others, not only as to its content, i.e. the 
situation which it specifies for each future date, but also in the 
degree of surprise which its actual realisation would cause if the 
individual were to remain in his existing frame of mind up to the 
moment when the outcome will be known. His expectational 
vista will thus be liable to three kinds of change as “ the present ” 
moves to successive dates :— 


(a) Its content may change, i.e. new variants may be 
added or others eliminated, so that a different set of possible 
situations is specified for each fixed date which is still in the 
future. 

(b) The number of variables to which values are assigned 
in describing an expected situation may be added to. 
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(c) The differences between variants in regard to the 
potential surprise which the actual realisation of each one 
of them (or those parts of them which relate to some future 
period upon which the present moment is about to enter) 
would cause, may change. 


My concept of “ potential surprise’’ is something very 
different from that of mathematical probability for which I wish 
to substitute it. It is purely subjective. It cannot, of course, 
be measured in absolute units, but something more than a mere 
ordinal comparison is possible. An individual can sometimes 
say not merely, “I should be more surprised by this outcome 
than that,” but, ‘‘ I should be very much more surprised, rather 
more surprised,” and so forth. 

The attempt to find a criterion of closeness of resemblance 
between variants encounters some difficulties. Two situations 
which are regarded as alternative possibilities for a single date 
may resemble each other closely in one respect (i.e. as to the 
value of one variable) and differ widely in others. And since 
each variant comprised in the complex vista of expectations 
specifies a situation for each of an indefinite number of future 
dates, these variants may resemble each other with respect to 
some periods of the future and differ from each other with respect 
to other periods. Again, for dates in the immediate future an 
individual’s expectations may be unique, that is, they may specify 
only one situation for each such date. At some particular fixed 
date this single variant may bifurcate, and such bifurcations are 
likely to be repeated by each variant at subsequent dates, and 
so on, so that when the individual tries to look more than a 
certain rather moderate distance ahead, the number of variants 
has become so great, and the differences of potential surprise 
between them so small, that the attempt to forecast ceases to 
be of interest. 

However, it is sufficient for the following argument if we can 
assume that each individual will have some criterion by which to 
decide which of two variants more closely resembles a third. 

We shall say that an individual’s expectational vista is clear 
when it contains a group of variants closely resembling each 
other and marked off from other variants by a large difference in 
potential surprise, the latter being very high for any variant 
other than a member of the group. We shall say that the vista 
becomes clearer when either (i) the variants within the group 
are replaced by a set whose members resemble each other more 
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closely, or (ii) when the difference of potential surprise between 
variants inside and outside the group becomes greater. In the 
case of an entrepreneur, we shall say that his vista becomes 
more sanguine when the content of the variant of lowest potential 
surprise becomes such as would raise the “ present value ”’ of a 
hypothetical addition to his equipment, if this value were based 
solely on this variant. 


‘ II 

Two propositions concerning an individual’s vista of expecta- 
tions seem to me to be reasonable, to have a fundamental 
importance in generating variations of the level of employment 
and output of the economy, and to have been hitherto neglected : 

1. Since at best an individual’s vista of expectations will leave 
room for any amount of doubt and uncertainty, there will always 
be the temptation to postpone and keep on postponing decisions 
of certain kinds, such as what particular form a large-scale 
addition to equipment should take, in the hope of getting still a 
little more information to add to the flimsy basis of conjecture, 
some definite and convincing pointer as to how the situation is 
going to develop. I believe that this factor, a feeling that 
expectations will become clearer, in a sense at any rate analogous 
to that which has been defined above, and the consequent tendency 
to delay the exploitation of seemingly profitable investment 
opportunities, to put off the decision which of these opportunities 
is the most profitable, is the most important force holding down 
the schedule of the marginal efficiency of investment when a 
change of content of expectational vistas would otherwise cause it 
to shift upwards. In the preceding sentence we mean by “ seem- 
ingly profitable ” investment opportunities, hypothetical equip- 
ment items whose present value according to the variant of 
lowest potential surprise would be greater than the cost of 
constructing them. It will be shown below that the total value, 
and hence the specific set of investment opportunities which an 
individual entrepreneur can expect to exploit in a given time is 
usually limited to a total outlay partly depending on (not equal 
to) the amount he can expect to save in that time, and that 
although the total amount which the economy as a whole can save 
in unit time is indeterminate, the amount which an individual 
can expect to save, if his schedule of propensity to consume 
remains unchanged, cannot be greatly influenced by his own 
intended action. Hence an individual entrepreneur will feel 
that he can only exploit a limited set of investment opportunities 
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in a given time: he must choose the best, and he must make his 
choice at the best-illuminated moment. The construction of a new 
block of durable equipment is a large-scale gamble. It cannot 
be divided up into a series of small “‘ bets,’”’ since, for reasons of 
technical economy, such pieces of equipment as, for example, 
ships, steel-plant, cinemas, and blocks of flats must be given a 
large capacity, and are useless until completed. The desire to 
wait until a moment when his expectations will be at their 
clearest, before deciding what type of equipment to construct, 
will in most entrepreneurs cause a perpetual reluctance to invest 
which will only be overcome at moments when his expectations 
become exceptionally sanguine. This proposition implies that 
the content of an individual’s expectational vista, and its clearness, 
are substitutes for one another in making up a given inducement 
to invest; that is to say, his effective estimate of the “ present 
value” of a hypothetical equipment item will rise if either his 
expectations become more sanguine with given clearness, or if 
with given content they become clearer; provided, in this latter 
case, that the content is symmetrically distributed, or skewed, if 
at all, towards lower valuations. By symmetrical distribution of 
the content I mean that if, using each variant in turn as sole 
basis of valuation, we obtain a series of valuations V,, V.... Va 
rising in roughly equal steps, then half this series is above and 
half below the valuation based on the variant of least potential 
surprise. The notion that the inducement to invest is dependent 
on both content and clearness will be developed in more detail 
in Section IV below. 

2. The clearness of expectations will be greater when the 
individual’s immediate economic circumstances are familiar and 
have been for some time the same, than when they are novel 
and strange. The immediate economic circumstances of an 
entrepreneur include the character and scale of his own business. 
The more rapidly he has been extending his equipment and 
changing his technique in the immediate past, the more he will 
feel the lack of familiar symptoms and indications, by which he 
used to feel his way. Thus the clearness of an entrepreneur’s 
expectations is likely to be a decreasing function of his own 
average speed of investment over the recent past, or, more 
strictly, a functional of the time-shape of this speed. 


Iif 


The first of the above propositions asserts that an entrepreneur 
may sometimes keep his time-rate of outlay on extending or 
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improving his equipment down to zero, not because he cannot see 
any investment opportunities whose exploitation, in the current 
circumstances of construction costs and rate of interest, might 
possibly be profitable, but because he feels that by waiting he 
will obtain a more clear-cut perspective of future situations, and 
thus be more likely to select the most profitable investment oppor- 
tunity. Now this feeling that his vision will become clearer 
would not induce him to keep down his current time-rate of 
investment, if it were not for the following fact: in order to 
maximise the speed of investment which will be possible for him 
at any one of a certain group of future dates, he must keep down 
his speed of investment over the intervening period at least to 
zero. If he had this purpose only in view, he might reduce it 
even below zero, to a level where any further reduction in the 
time-rate of outlay on repairs and renewals would be less than 
the consequent increase in the time-rate of depreciation of the 
equipment. But in fact the inducement to maintain his existing 
equipment in good condition is stronger for a given content of his 
expectational vista than the inducement to develop this equip- 
ment. For the clearness of his expectations is itself dependent 
on his own intentions: if these imply rapid change in the scale, 
scope, or technique of his operations, or other swift change, his 
expectations will be less clear than if he intends to continue on 
well-trodden paths. For this reason, and in order to simplify the 
argument, we shall assume in the remainder of this section that 
disinvestment is for technical reasons impossible, so that the 
minimum possible speed of investment is zero. 

To show that proposition No. 1 of the preceding section has 
an important application, we have therefore to show that it is 
necessary for the individual to refrain from investing between 
now and some future date if he wishes to maximise the amount of 
money he will be able to invest at that date : 

Evidently if his only source of investible cash is his own 
savings-flow, and if he regards his expected income for the relevant 
period (i.e. between now and the future date in question) as 
independent of his intended speed of investment, and if his 
schedule of marginal propensity to consume is given, then in 
order to maximise the investible cash which he can expect to 
command at any given future date, he must plan to allow his 
whole savings-flow to add itself continually to his holding of cash 
(or fixed-interest securities, according to his beliefs about the 
future price movements of the latter) until that date. But is this 
still true if he can borrow funds? Yes, because the maximum 
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amount he can borrow at any moment is likely to be determined 
by the condition, imposed by potential lenders, that it must not 
cause his total debt to exceed a certain ratio (less than unity) to 
the total value of his assets! This condition implies that if his 
average time-rate of saving between now and any fixed future 
date is given, and it is assumed that the total value of his assets 
at that date will be their total value at present plus the amount 
he will save and the amount he will borrow in the intervening 
period, then the total amount he can expect to be able to borrow 
between now and that date is determined. The relevant fact is 
still that anything which he saves in the intervening period 
together with the corresponding concurrent increments of his 
borrowirg power, can be either laid out on equipment at the 
moment when it accrues to him, or can be kept in reserve in the 
form of cash or other assets non-dependent on the fortunes of a 
specific type and particular specimen of concrete equipment. My 
thesis is that there will at most times be a strong temptation to 
keep it in non-specific form, and to put off the moment of turning 
it into specific form in the hope that clearer indications, or one 
might almost say, a more inspired moment, for that operation 
will presently arise. 

Investible funds are scarce to the individual, though not to 
the community if its members act in concert. If, by general 
agreement, every entrepreneur made a public promise to lay out 
half as much again on improving his equipment during the next 
year as he did during the past year, it is possible that each would 
find his cash receipts sufficiently increased to make the fulfilment 
of this promise possible. If all the entrepreneurs were to act in 
concert, the amount of their aggregate cash receipts? in any 
future period could be increased by their own decision. But for 
the individual entrepreneur acting alone, expected cash receipts 
for a future period are, apart from drastic disinvestment, a datum. 

A further question must be answered before we can claim to 
have shown that an entrepreneur may defer investment because 
he believes iis expectations will presently become clearer : Does 
he not lose something by deferring the construction of the new 
equipment, namely the excess of the discounted value of the 
returns expected from it, when it is intended to be completed at 

? The restraining influence on an individual’s intended time-rate of invest- 
ment, of the ratio of his expected debt to the expected value of his assets, has 
been analysed by Mr. Kalecki in his remarkable book Essays in the Theory of 
Economic Fluctuations. 


* i.e. the result of adding together the cash receipts of the separate 
individuals. 
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an earlier date, over the discounted value when completion igs 
planned for a later date? And, if he does lose this difference, 
will not this fact induce him to embark immediately on the 
construction of any new plant which he has under consideration ? 

There are two answers to this question: First, the possible 
difference between the outcome of a good and a bad choice of a 
line of investment is enormously greater, for a given scale of 
operations, than the gain from discounting a given series of 
expected returns from somewhat nearer dates. Second, he always 
hopes that a sudden crystallising of the outlook is just round the 
corner, that his conception of the future will presently become 
clear-cut and convincing. It is not the fact of not knowing how 
the situation is going to develop that makes people do nothing, 
that causes e.g. both buyers and sellers to vanish from the Stock 
Market, it is the feeling that this blank ignorance will presently 
be cleared, that the available facts will be added to and shape 
themselves into a pattern giving some outline of the future : it 
is the hope that visibility will improve. If, unable to guess at 
the future now, I feel that I shall never be better able to guess at 
it, I might just as well toss a coin and act at once by its blind 
decision. But if I feel that to-morrow may bring some light, I 
shall put off committing myself. It is the belief that knowledge, 
insight, and foresight will improve that causes the so-called apathy. 


IV 


The inducement to order a piece of equipment is the expecta- 
tion that over some period of the future the product of this plant 
in each unit interval will sell for more than the amount paid in 
the same interval for the services and materials needed to run 
the plant ; and that the sum of the discounted expected differences 
between sale proceeds and running costs (discounted yields) is at 
least equal to the first cost of the plant. The amount of each of 
these yields is purely a conjecture, based on an assemblage of 
indications which changes from moment to moment with the 
occurrence of fresh events, the gathering and digestion of fresh 
news, and the impact of other people’s opinions.1 The entre- 


1 It is evident that under these conditions, which are the inevitable con- 
ditions governing investment, a business man’s valuation of a projected block 
of equipment is subject to large discontinuous changes. For the content of 
expectations on which it rests can change with perfectly kaleidoscopic rapidity 
and completeness. They are to an extreme degree unstable and sensitive to 
surprise happenings and spontaneous fears and hopes. To make clear the 
implications of this, and the extent to which they stultify traditional economic 
theory, Mr. Keynes in the main body of the General Theory has treated 
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preneur may fix on some specific figure which, if realised, would 
cause him less surprise, according to his present state of mind, 
than any other result. His valuation of a hypothetical plant, 
based on such figures, may exceed or fall short of its cost. But 
even if the value thus arrived at exceeds the cost, the strength of 
his inducement to construct the plant does not depend only on 
the size of the excess. It depends also on the degree of surprise 
which, if his present state of mind were to persist, any other 
result would cause him. 

I think it is fairly realistic to suppose that a business man, 
having chosen some definite number of unit periods as a safe 
estimate of the useful life of his projected plant, will then, for 
each of these unit periods, fix on some definite figure as his 
working estimate of the difference between sale proceeds and 
running cost in that particular period. The purpose for which 
these working estimates are needed is to arrive at a single figure 
representing the potential value of the plant for comparison with 
its cost. Each of these working estimates must therefore reflect 
not only the size of the yield which the entrepreneur thinks would 
be the least surprising outcome, but also the degree by which it 
differs from others in potential surprise. If the outcome which 
the entrepreneur feels would be least surprising is a large yield, 
but if at the same time he feels that other, much lower, yields 
would not be very surprising, then his working estimate is likely 
to be very much lower than the figure selected as ‘“‘ least potentially 
surprising.’’ Moreover, if in these circumstances the difference 
in potential surprise between the two yields becomes greater, so 
that he would now be very surprised if the lower yield were the 
one actually realised, then without any change in the content of 
his expectations, i.e. in the range of possibilities envisaged, but 
purely on account of this increase in clearness, he is likely to 
revise upwards his working estimate of the yield. 


V 


From a combination of the two propositions advanced in 
Section II there emerges an independent theory of the genera- 





expectations as an independent variable. His reason for doing so has, I think, 
been sometimes misunderstood, and has given rise to charges that the General 
Theory is ‘‘ static.’’ Nothing could be further from the truth. Its real theme 
has been brilliantly summarised by Mr. Hugh Townshend in his roview of 
Mr. R. G. Hawtrey’s ‘‘ Capital and Employment ” (Economic JourNAL, June 
1937). 
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tion of changes in the level of employment and aggregate 
output : 

The hesitancy and disinclination of an entrepreneur to commit 
himself to a specific line of investment, arising from the ever- 
present hope that his expectations will shortly become clearer, 
will be overcome if these expectations become to a sufficient 
degree clearer or more sanguine. ‘The clearness of an entre- 
preneur’s expectations is likely to be a decreasing function of the 
extent to which the character and scale of his equipment have 
recently changed. Thus a period of stagnation during which 
this character and scale remained unchanged, is likely ceteris pari- 
bus to be a period of steadily increasing clearness of expectations. 
Changes outside his own business, which we have put in the 
ceteris paribus clause, are likely in such a period to be of a kind 
to make his expectations more sanguine. For so long as the 
technical form of equipment remains unchanged, its adjustment to 
the possibilities opened by advancing technical knowledge, 
changing tastes, and changing or migrating population, will con- 
tinually grow less perfect: the earnings to be hoped for from 
brand-new equipment of the latest design become steadily greater. 
Thus in a period of low aggregate investment, both the clearness 
and the sanguine quality of the expectations of many entre- 
preneurs are likely to increase. Eventually the resistance offered 
by the hope for still greater clearness will be broken down, and a 
self-reinforcing growth of the aggregate speed of investment, in 
which each acceleration will generate decisions implying a still 
further subsequent acceleration in a familiar cumulative process, 
will be initiated. Such a boom implies that a rapidly increasing 
proportion of the entrepreneurs, actual or potential, possessing 
energy and imagination, whose number seems likely to be rather 
inelastic, in the short period, to increasing average prosperity, 
will have recently made large improvements or additions to their 
equipment, or set up new plant under the ownership of entirely 
new businesses. Will this have precluded them from immediately 
embarking on further schemes, by exhausting their investible funds ? 
If a really large proportion of all entrepreneurs have been con- 
structing extra equipment, and if the non-entrepreneurial public 
has not taken the opportunity to add largely to its cash holdings, 
it is evident that the entrepreneurs who have been investing are 
in possession of roughly as much cash as they were before the 
investment boom began: for “‘ money which is anywhere must 
be somewhere.”! ‘fo a large extent they have merely been 


1 Professor D. H. Robertson. 
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handing cash to each other. As to the part of their initial stock 
of cash which has gone into the hands of the public, it can be 
borrowed back: for the collateral security which the entre- 
preneurs can offer has been largely increased since the beginning 
of the boom, first by the technical growth or development of 
their equipment, and second by the rise in the market value of 
given items of equipment. 

But the second of the propositions advanced in Section II 
does suggest an explanation of the breakdown of the boom. The 
circumstance of each entrepreneur individually having recently 
invested at a high time-rate, thus greatly changing the immediate 
technical and commercial frame of his own operations, will dis- 
courage entrepreneurs generally from embarking at once on 
further investment ventures by reducing rather drastically for the 
time being the clearness of their expectations. The assemblage 
of equipment which an entrepreneur controls has become to a 
greater or less extent a different one; it has changed its technical 
and economic characteristics, and before he can decide in what 
direction it can most profitably be further developed, he must 
explore the new circumstances in which the change has placed 
him. ‘The public, consumers or other entrepreneurs, must be 
given time to discover the new source or conditions of supply, 
or the new product, which the investing entrepreneur has created, 
and after that their reactions must be observed for an appreciable 
period, before his knowledge of demand conditions will be as 
good as before. Moreover, such problems as organising the 
control of the newly extended equipment and experimenting to 
obtain its maximum efficiency will occupy his attention and 
prevent for a time any intensive search for further new investment 
opportunities. 

Thus after the completion of any large block of new equip- 
ment, each entrepreneur is likely to pause, before embarking on 
a further development or another new venture, in order to take 
fresh stock of his position. The investment activity of each 
individual entrepreneur is likely to proceed by spurts, an interval 
during which his speed of outlay on new construction is high 
being followed by one in which it is zero. If it be true that the 
number of potential investing entrepreneurs is limited, and that 
a boom consists in a large proportion of them embarking simul- 
taneously or in rapid succession on spurts of investment, it is 
clearly possible that when they have each completed one block 
of development, there will be a shortage of entrepreneurs willing 
immediately to execute further developments. The consequent 
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sudden drop in the level of aggregate investment will further 
destroy the clearness of expectations, and initiate a cumulative 
down-swing of employment.1 On some such lines as these, 
perhaps, an explanation of the business-cycle could be found in 
the character and reactions of the human “ expecting faculty ” 


itself. 
G. L. S. SHACKLE 


St. Andrew’s. 


1 An individual who, on the impact of fresh news or opinions, suddenly 
abandons his existing vista of expectations, is likely to require some time in 
which to build up a new one of comparable clearness. The number and variety 
of possibilities envisaged will ordinarily at first be much greater, and the 
differences of potential surprise much less, and he will only gradually be able 
to sort out his intuitions and evaluate them in terms of potential surprise. 
Thus whether the content has become more sanguine or the reverse, there is 
likely to be an initial downward bias in his valuation of hypothetical equipment, 
and hence in the inducement to invest. This implies that an investment- 
stimulating impact will take time to exert its full force, while a discouraging 
impact will at first have its strength magnified. This may help to explain the 
relative abruptness of the onset of depression, as compared with the gradualness 


of recovery. 
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THE DETERMINATENESS OF THE UTILITY FUNCTION ? 


I 


For the purpose of formulating a theory of value, the econo- 
mist assumes that an individual can at any moment be regarded 
as confronted with a number of alternatives between which he 
must choose and that his choice is determinate, i.e. if we knew all 
the relevant circumstances we could deduce which alternative is 
chosen. But the economist assumes that it is unnecessary for 
him to enquire into this full determination. All that he requires 
to know is a certain partial determination of his choice. 

If he relies on the evidences of introspection, he finds that an 
individual sometimes prefers one alternative to another and 
sometimes is indifferent as between alternatives. If he is indif- 
ferent to a number of alternatives but prefers these to all other 
alternatives simultaneously presented the economist assumes, of 
course, that the actual choice made is determinate, but he also 
assumes that, so far as the determination of value is concerned, 
it matters not which of the alternatives, between which he is 
indifferent, is chosen. In other words, he can ignore those factors 
on which the choice of a particular member of this indifference- 
class depends. From the point of view of economics, choice 
within the indifference-class can be regarded as indeterminate. 
Even the economist who refuses to consider such revelations of 
introspection appears to adopt the same standpoint and to 
assume that it is unnecessary for him to investigate the full 
determinateness of choice, and that it would be an error of method 
to do so, since values can be explained on the basis of the deter- 
mination of classes equivalent to the indifference-classes ob- 
served by the introspectionist. 

1See J. R. Hicks and R. G. D. Allen, “‘ A Reconsideration of the Theory of 
Value,” Economica, 1934, and R. G. D. Allen, ‘‘ The Nature of Indifference 
Curves,” Review of Economic Studies, 1933-4, also J. R. Hicks, Value and Capital, 
Oxford, 1939. The questions at issue are further discussed in the following 
articles: O. Lange, “‘ The Determinateness of the Utility Function,” Review of 
Economic Studies, 1933-4; H. Bernadelli, E. H. Phelps-Brown, O. Lange and R. 
G. D. Allen, “‘ Notes on the Determinateness of the Utility Function,” Review of 
Economic Studies, 1935-6; H. Bernadelli, “‘ The End of the Marginal Utility 
Theory ? *? Economica, 1938; P. A. Samuelson, ‘“‘ The Numerical Representation 


of Ordered Classification and the Concept of Utility,” Review of Economic Studies, 
1938-9, 
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Let us call such a class of alternatives an indifference-class, 
whether or not we assume that the introspective test is a satis- 
factory one; then the economist’s assumption with regard to 
choice may be expressed as the assumption that for any given 
individual at a given moment there is a function, which we will 
call the utility-function of the alternatives, any of which could 
conceivably be presented to the individual, and this function 
determines an indifference-class of alternatives, one of which will 
be chosen as a consequence of factors which the economist can 
ignore since they are irrelevant to the determination of value. 
It is assumed that the precise delimitation of this class is signifi- 
cant for the determination of value; in other words, the rejection 
of all the alternatives outside the indifference-class is significant, 

On this point all economists are agreed, and in the above sense 
of the term utility all economists make use of the concept of 
utility and assume a utility function giving the required partial 
determinateness of choice. 

But with regard to the nature of utility, the form of the 
utility function, and the way the indifference-class (between the 
members of which choice can be regarded as indeterminate so far 
as value-theory is concerned) is determined by the utility function, 
there are grave differences of opinion. In anticipation of the 
argument to be developed it may be noticed that the following 
views have at one time or another been held: (1) An estimate of 
the relative pleasurableness or painfulness of the alternatives is 
made, and the alternative estimated to be most pleasurable is 
-chosen. If a number of alternatives are indistinguishable in this 
respect, then choice between these alternatives is indeterminate 
(i.e., those circumstances which determine the choice of one 
of these alternatives are irrelevant to the determination of 
value and can be neglected by the economist). (2) The 
alternatives are wanted with varying intensities and _ the 
alternative wanted most is chosen. If a number of alternatives 
are wanted equally, then choice between these alternatives is 
indeterminate in the above sense.1 (3) The alternatives fall into 
relations of preference or indifference and the alternative pre- 
ferred to all others is chosen. If no single alternative is preferred 
to all others, then it is assumed that the individual is indifferent 

1 It might be maintained that we can want alternatives with unequal intensities 
and yet be unaware of any difference of intensity. Choice between such alterna- 
tives would then be indeterminate in the above sense. As we shall see, p. 463, 
it is possible to escape certain difficulties of the want-theory by making a dis- 
tinction between the intensity of a want and the individual’s estimate of the 
intensity. 
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to a number of alternatives and that no alternative is preferred 
to these. Choice between the alternatives between which there 
is such indifference is assumed to be indeterminate in the above 
sense.* 

All the above views agree in postulating what it has been 
agreed to call a utility function. It is assumed that for a given 
person at a given moment there exists a function of the alter- 
natives that could conceivably be presented, and that this func- 
tion partially determines choice when any selection of these 
alternatives is presented, and that this partial determination is 
sufficient for the explanation of value. If C, represents the class 
of all conceivable alternatives, then it is assumed that each 
alternative can be regarded as having a certain variable quality, 
which we agree to call utility, given by the utility function. Let 
C, be that selection of these alternatives actually presented to the 
individual, so that the individual can be regarded as potentially 
able to choose any one of the alternatives C,. The utility func- 
tion of C, settles the utility of each member of C, and partially 
(in some cases wholly) determines the choice of one of these 
alternatives. In other words, the utility function determines the 
division of C’, into two classes, C, and C,, which we will call the 
chosen class and rejected class respectively, a division having the 
characteristic that while C, may have no members, C, must have 
at least one member. The peculiarity of C, is the indeterminate- 
ness of choice as between its members when there is more than 
one member, while the peculiarity of C, is the determinateness 
of the rejection of all its members. If C, has only one member 
choice is completely determined by the utility function, but in all 
other cases choice is only partially determined by the utility 
function. If we use the term “ rejection ” for the selection of the 
class C,, then in all cases of choice we can say that rejection 
(including the case of rejection of no alternatives) is completely 
determined by the utility function. 

The controversies amongst economists as to the foundations 
of value-theory arise over the differences of view as to the nature 
of utility and the utility function and the way in which the 
utility function settles the:division of C, into C, and C,. 

Let us first see what measure of agreement on these points 
exists. It is clear, in thé first place, that utility is assumed to 
have simple orderliness, i.e., it is assumed that there is a certain 


1 Recently there has been an attempt to formulate this view on behaviouristic 
lines, so that preference and indifference are not the introspected relations of 
preference and indifference, but distinguishable forms of behaviour. 
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asymmetrical transitive relation holding between any two different 
utilities. If we call this relation P, then if U,, U, . . . are a set 
of utilities, i.e., particular values of the utility function, then these 
utilities fall into a simple order, e.g., U,, U, . . . , such that any 
earlier member is P to any later member of the series. It is also 
clear, in the second place, that it is assumed that the utility of any 
member of the class C, is P to the utility of any member of the 
class C,.2 

We have reached the conclusion that all economists are agreed 
that if U, and U, are the utilities of two alternatives, then there 
is an asymmetrical relation P such that either U, is P to U,, or 
U,is P to U,, or U, is identical with U,, and this relation is transi- 
tive, so that if we have three alternatives with utilities U,, U,, 
Uz such that U,PU, (i.e., U, is P to U,) and U,PUs3, then U,PU,,. 
It follows, therefore, that if we consider the utilities of the class 
of all possible alternatives, C,, these utilities may be arranged in 
an ordered series of classes of identical utilities, and therefore 
any selection C', (the class of presented alternatives) from this 
class may also be so arranged, and therefore there will be a class 
(', the utilities of which are identical with one another and in the 
relation P to all other members of C,. If now we assume that 
this class C; is the chosen class C,, we have a theory of determina- 
tion of choice by utility without making any assumption about 
the nature of utility other than its simple orderliness. This is 
the Lausanne theory in its most general form, and it has the 
great merit of utilising the minimum assumption as to the nature 
of utility and the utility function, on which there is agreement 
amongst all economists. The assumption disputed explicitly or 
by implication by other schools of thought, is the assumption 
that the chosen class is a class of alternatives of identical utility. 
We propose to show that this latter assumption leads to insu- 
perable difficulties, and that it is the necessity of giving some 
other explanation of the division of C, into the classes C, and C, 


1 It might, of course, be suggested that utility does not have simple orderliness, 
e.g., that utility is a feeling tone which varies in a multi-dimensional manner. 
But if this view were taken it is difficult to see how the utility function could 
settle the division of C, into the classes C, and C,, and no economist has attempted 
to give such a theory. It is true that some economists have pointed out that 
pleasure-pain is a complex quality, and that if utility is identified with pleasure- 
pain, then of two different utilities it may be impossible to say more than that 
they are two different kinds of pleasure-pain. It would, however, be assumed, 
if that be the case, either that one is preferred to the other, or that there is indif- 
ference to both. In other words, utility is not identifiable with the complex 
quality pleasure-pain, but is that quality, whatever it may be, which gives rise 
to the preference or indifference. 
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which forces the economist to assume that utility is measurable 
and not merely orderly. 


II 


That the chosen class cannot possibly be a class of alternatives 
of identical utility is easily proved if we adopt the Paretian view 
that choice is determined by felt preference and preference occurs 
whenever the utility of one alternative is P to the utility of another 
alternative. For this implies that indifference between alter- 
natives can only occur if the utilities are identical, and therefore 
the relation of indifference must be symmetrical and transitive. 
But it is a well-known fact that it is possible to be indifferent as 
between two alternatives A and B and as between B and (, 
while there is preference for A over (’, i.e., the relation of indif- 
ference is not transitive.1 While this is a complete refutation of 
what we are assuming to be the Paretian view, it does not seem 
to be conclusive if we adopt the view of Hicks and Allen that 
preference and indifference are not introspected mental states 
but forms of behaviour. Nevertheless, it is clear that on this 
behaviouristic view preference is not defined simply as choice, 
for it is implied by Hicks and Allen that it is possible for an 
individual to be indifferent to two alternatives even when one is 
chosen. Yet no indication is given in their theory as to the 
behaviour-mark which indicates, when choice is made, whether 
there is preference or indifference. One is forced to conclude that 
Hicks and Allen assume that there is a form of behaviour corre- 
sponding to what the introspectionist calls indifference and there- 
fore that the relation of indifference is not transitive, in which 
case the theory is open to the same criticism as that applicable 
to the non-behaviouristic form of the theory.* 


11f, for example, we consider a series of alternatives consisting of various 
combinations of bread and cheese, obtained by the substitution of bread for 
cheese, it is possible, starting with one alternative, to make a progressive substi- 
tution of bread for cheese which preserves our indifference to the substitution as 
between successive steps and yet to arrive at a combination of bread and cheese 
which is preferred or conversely preferred to the original combination. 

2 Although the device is not adopted by Hicks and Allen, the behaviourist 
might escape the above difficulty by dropping the concept of indifference and 
defining preference as choice. This would mean that an indifference-class has 
only one member. Nevertheless, the conception of a boundary between pre- 
ferences and converse preferences may be utilised which gives a class having 
similar properties to those of the indifference-class of Hicks and Allen. 

Let (x, y) be a variable to represent, let us say, the alternative (x of bread + y 
of cheese). Let (2,, y;) be preferred to (x2, y,) and let (22, ys) be preferred to 
(z,, y,). It follows that if we vary y from y, to y; there is a value of y, call it y,, 
such that either (2,, y,) is preferred to (x2, y,) and (%,, > y,) is preferred to (2, y;) 
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The difficulty which confronts the Lausanne theory may be 
expressed somewhat differently. If utilities can only be ordered, 
then the utility function may be described as indeterminate, for 
a utility is merely relative to other utilities. If U, and U, are 
two utilities, then either U, is P to U,, or U, is P to U,, or U, is 
the same as U,, and nothing further can be said of U, and U, 
except that they have P relationships to other utilities. A 
utility is nothing but its P relationships to other utilities, a 
concept which we would assert to be metaphysically invalid, but 
is logically intelligible owing to our ability to assert the general 
of the particular. We are, for example, able to assert of two 
numbers that one is greater than the other, even though we are 
ignorant of the numbers and their difference, and the indetermi- 
nate numerical function x > y has a logical meaning. It is true 
that if we assert of two numbers that one is greater than the other, 
we also imply that there is a precise difference between the 
numbers, but we may not happen to know what this difference is. 
The concept of numbers merely being constituted by their rela- 
tions of <, >, or= one another, is contradictory to the conception 
of number. The Lausanne utility theory assumes that a concept 
of utility-relationship is possible which allows utility to be in- 
determinate in a sense in which a number is necessarily determi- 
nate. The consequence of this view is that there is no meaning 
to difference of utility other than the absence of identity and the 
direction of difference, 7.e., if U, is different from U, this means 
simply that either U,PU, or U,PU,. If, however, we have three 
different utilities, one of these can be said by definition to be 
between the others, 7.e., U, can be said to be between U, and U; 
if we have U,PU, and U,PU;. It is tempting in such a case to 





or (%, Yq) is preferred to (2, y,) and (x, y;) is preferred to (x,, << y,). We can 
also find for any other value of z within certain limits, i.e., x,, a value of y, #.., 
y», such that there is a boundary-preference of (x,, y,) for (3, ys). The class 
(x, y) of alternatives having this relationship to (x,, y,) is equivalent to the indif- 
ference-class of alternatives which includes (2,, y,) on the theory of Hicks and 
Allen. While this device makes it possible to dispense with the concept of 
indifference while retaining a concept equivalent to that of an indifference-class, 
the theory is subject to the objection that choice becomes completely determined 
by utility. 

1 Of course we can use the symbols which normally indicate cardinal numbers 
and give them a special meaning, so that, e.g. 3, 1, } . . . means simply the order 
1, 3,3... The operations 3 + 1, 3 — 1 are then meaningless. Such symbols 
can be used to indicate utilities as conceived by the Lausanne school, since they 
have been invented to indicate order and nothing else. But our ability to 
symbolise pure orderliness does not mean that any part of reality can be consti- 


tuted by pure orderliness. 























say that the difference between U, and U; is greater than the 
difference between U, and U, or between U, and U;. But the 
term “ greater’ has a meaning derived from number-theory, and, 
as we have seen, if a number is greater than a number it has a 
precise difference. It follows that the difference between U, and 
U, is not “ greater ”’ than the difference between U, and U, or 
U, and U; unless we change the meaning of the term “ greater.” 
There is, of course, no harm, though there is a distinct danger, in 
defining what we mean by the term “ greater ” in this connection 
so as to mean that U,PU,and U,PU;. It follows that if we have 
a series of utilities U,, U,, . . ., such that U,PU,, U,PUs3, . . ., 
there is no sense in which it can be said that the utilities are 
getting more different or less similar as we pass along the series, 
except in so far as we mean no more by the statement than that 
we are passing along the series. There are no intervals between 
utilities in the sense in which there are intervals between numbers 
(namely, the differences between them). It follows from this 
that the utility function cannot give rise to the selection of a 
class C, out of a class C, of presented alternatives except on the 
basis of these relations. There is a class of alternatives of the 
same utility that are P to all the remaining alternatives (and also 
one that is the converse of P to the remaining alternatives). 
There is clearly no other way in which the utility function could 
give rise to the selection of a class out of C,. This means that 
the assumption of an indeterminate utility function must give 
rise to the complete determination of choice by utility (instead 
of to a partial determination). It is clear that if we are to place 
any confidence in our introspective observations, choice is far 
less determinate (i.e., results from trivial accidents such as the 
toss of a coin) than is required by this theory, and the theory 
fails completely to explain the non-transitiveness of the intro- 
spected relation of indifference. If, however, there is an attempt 
to escape the latter difficulty by adopting that behaviouristic 
approach which denies the relation of indifference, we are forced 
to assume that identical utilities never arise and therefore that 
choice is completely determined by the utility function, since 
whenever a number of alternatives are presented there will always 
be one and one only which is P to the remainder. 


Ill 


All the above difficulties of the Lausanne approach are escaped, 
whether we adopt an introspective or behaviouristic view, if we 
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assume a determinate utility function. If a utility is not con- 
stituted simply by its P relations to other utilities, if, in other 
words, a utility is what it is, just as a number is what it is, quite 
apart from its P relations (or in the case of a number its > 
relations) to other utilities (or other numbers), then if we have 
three utilities, U,, U,, U 3, such that U,PU, and U,PU,, 
although we have the relation P holding between U, and U,-and 
this relation must now be interpreted as a general relation (similar 
in form to the general relation >)—the particular relation be- 
tween U, and U; is different in a determinate way from that 
between U, and U, or U, and U3. The simplest determinate 
function is given by assuming that this determinate difference 
between any two utilities is measurable on some one system of 
measurement. This is realised provided that a meaning can be 
given to the statement that if U, and U, are any two different 
utilities there exists a utility which can be said to be less different 
from U, than it is from U, and also a utility which can be said to 
be less different from U, than from U,. Such an assumption 
would be fully in accord with those introspections, which most of 
us regard as thoroughly reliable, for it is an undoubted fact that 
if I prefer A to B I can always imagine an X which is either 
nearer to 4 or to B in my scale of preference, and it would be as 
reasonable to deny the significance of this experience as to deny 
the significance of the experience of preferring A to B. If this 
be admitted, the experience is explained by assuming that the 
utility function gives not only U,PU, and U,PU, but a particular 
relation between U, and U, which may be stronger or weaker 
than the particular relation between U, and U;. Now this, of 
course, implies that there is a limiting case in which the relation 
between U, and U, is neither stronger nor weaker than the re- 
lation between U, and U3, and this may be defined as the case 
in which U, is midway between U, and U;. The measurability 
of utility at once follows, since the above is equivalent to the 
assumption that between any two utilities there is an interval, and 
any interval can be expressed as a sum of smaller intervals (since 
the interval between U, and U, is the sum of the two equal 
intervals between U, and U, and between U, and U;). ‘This 
enables our determinate utility function to be expressed in the 
form of a numerical function. In other words, if x, y,... 
represent the quantities of the constituents of any alternative 
(i.e., 2 lb. of bread + y lb. of cheese + .. .) then there is a 
single-valued numerical function of (x, y, . . .) which gives a 
number-index of utility, such that if U, U, U, are any three such 
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indices, the differences between them have determinate ratios 
to one another. 

It is now possible to give an explanation of indifference which 
avoids the contradictions of the Lausanne theory. All we have 
to assume is that there is indifference between alternatives, be- 
tween the utilities of which there is less than a certain difference. 
It follows, at once, that the relation of indifference is not transi- 
tive, for if, for example, the difference between U, and U, is + a 
and between U, and U; is + b, then the difference between U, 
and U,; is +(a@+ )). Ifa difference of utility of <c gives rise 
to indifference, while a difference of « c gives rise to preference, 
then if a <c and b <c but (a + b) > c then the alternative of 
utility U, will be preferred to the alternative of utility U;, even 
though there will be indifference to the alternatives of utilities U, 
and U, and to the alternatives of utilities U, and U,. Further- 
more, we do not need to assume that choice is more determinate 
than introspection suggests, for there is no need for the chosen 
class C, to consist only of those alternatives of the same utility 
which are P to the remaining alternatives of the presented class 
C,. The class C, may consist, in addition, of all those alternatives, 
the utilities of which are not less than the greatest utility by a 
certain figure. 

IV 

It may well be asked why, in view of the above considerations, 
the Lausanne theory should have come to hold the important 
place it has in modern value-theory. There are, I think, two 
reasons for this. One is that it has a certain mathematical 
elegance and is self-consistent so long as certain easily-overlooked 
facts are ignored. Furthermore, modern relativity theory has 
broken down the metaphysical repugnance to such concepts as 
that of an indeterminate function which is not simply a general 
function implied by a determinate function. The other reason is 
probably more important and is possibly a consequence of certain 
highly debatable assertions of the utility theorists as to the 
quantitative nature of utility. The early utilitarians were wont 
to talk of quantities of pleasure as if we could compare two alter- 
natives as regards their quantitative pleasurableness in the 
same kind of way as we compare, say, the number of ounces of 


1 There are, of course, an indefinite number of such functions, but once it has 
been decided to denote any two utilities by numbers the number-indices of all 
other utilities are determined, i.e., there is a determinate utility function in the 
sense required. On the Lausanne theory, no matter how many indices we have 
chosen to represent some utilities, the indices of the remaining utilities are stil] 
indeterminate within a certain range. 
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water in two jugs. The natural reaction from such views was to 
go as far as possible in expunging such crude quantitativeness 
from the notion of utility. 

It is possibly the utility-theorists who are responsible for the 
failure to make it clear that such considerations are beside the 
point. They have been accustomed to assume a quantitativeness 
of utility because of a supposed quantitativeness of an observed 
quality that they called utility. This, however, is not the critical 
consideration, and it may well be the case that there is no ob- 
servable quality, called utility, which can be observed as in any 
sense quantitative. What can be observed by the introspec- 
tionist, however, is something that can be called degrees of pre- 
ference. I can clearly observe by introspection the fact that I 
prefer A to B more strongly than I prefer A to C, and I can think 
of a preference diminishing to a point at which I would assert 
that the preference has passed into indifference. This is a suffi- 
cient reason for the assumption of a determinate utility function 
and the use of the concept of marginal utility, and a sufficient 
reason for the denial of an indeterminate utility function. 

This point may be clarified by considering the view put for- 
ward by some utility-theorists that utility is some quality obser- 
vable by introspection as quantitative, and choice is determined 
by this quality on the principle that the alternative which gives 
rise to the maximum degree of this quality is chosen. The 
quality might, for instance, be describable as the intensity of the 
want for the alternative. Such a theory would be indistinguish- 
able from the Lausanne type of theory, for preference would 
naturally result from a greater intensity of want, while indifference 
would result only when the intensities of wants were equal. 
Indifference would necessarily be a transitive relation, and the 
assumption of quantitativeness would be redundant so far as the 
explanation of choice is concerned. There is not the slightest 
doubt that there is a section of the utility-school which gives this 
interpretation of utility, and as compared with this view it must 
be admitted that the Lausanne theory works equally well. 

We would insist that the above view, widely held at the present 
day by economists who are opposed to the Lausanne theory, is 
untenable for the same reasons as we have given for the untena- 
bility of the Lausanne theory, namely, its failure to explain the 
non-transitiveness of indifference and its implication of complete 
determination of choice by the utility function. If, then, the 
dispute between the Lausanne school and the utility school be 
visualised as a dispute as to whether we choose one thing rather 
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than another because we prefer it to the other or because we want 
it more intensely than the other, then we must insist that the 
dispute is of very little importance—an indeterminate utility 
function will do just as well as a determinate utility function, and 
Occam’s razor favours the former even if metaphysical prejudices 
(if they are mere prejudices) favour the latter. 

There is evidently a confusion on this issue that it is important 
to-clear up, a confusion which has arisen owing to the abandon- 
ment by utility-theorists of the earlier pleasure-pain theory. 
On the latter theory, choice is determined not by pleasure-pain 
but by estimates of pleasure-plain. A is preferred to B because 
it is estimated that the pleasure attaching to A if A were chosen 
would be greater than the pleasure attaching to B if B were 
chosen. If there is indifference between A and B it is estimated 
not that the pleasure attaching to each would be precisely equal, 
but simply that neither can be regarded as greater (so far as our 
necessarily approximate estimate suggests) than the other. Now 
measurement always implies approximation. If I assert that 
two lengths are equal on the basis of my measurement, all I mean 
is that the inequality is less than a certain amount given by the 
refinement of the method of measurement adopted. I should, as 
a matter of fact, be astounded if the two lengths were in fact 
exactly equal. If, therefore, I am indifferent to two alternatives 
this does not imply that I expect the pleasures attaching to them 
to be equal—all I expect is that the pleasures will be less unequal 
than a certain amount. It follows that indifference will not be a 
transitive relation. Unfortunately, this theory is untenable be- 
cause it is an observed fact that an individual may estimate the 
pleasure attaching to an alternative to be greater than that 
attaching to another and yet may choose the latter. Now this 
difficulty is escaped if we regard utility as the intensity of a want 
and assume that preference results from an estimate of this inten- 
sity. This means that it is possible to make an erroneous judg- 
ment about a mental state which occurs simultaneously with the 
judgment about it; in other words, that there is nothing contra- 
dictory in the concept of my wanting A more than B and judging 
that I want B more than A If this be granted, then a state of 


1 It may be objected that if I want A more than B then it is implied that in 
so far as I reflect on this state of my mind I cannot judge that I want B more than 
A. This is probably only a verbal point. We do, no doubt, generally mean by 
wanting A more than B that we also make a judgment to that effect. If, however, 
it is denied that we can make an erroneous judgment about experiences simul- 
taneous with the judgment, then it would, of course, be necessary to suppose that 
& want is not observable by introspection, if an estimate of the relative intensities 
of wants is to be allowed to differ from the actual relative intensities. 
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indifference means not that the intensities of my wants are equal 
but merely that they have less than a certain degree of inequality, 
thus preserving the non-transitiveness of indifference. 

While the view that utility is want-intensity is a possible view, 
the question of the determinateness of the utility function is not 
bound up with our adoption of such a view. We may be dis- 
trustful of such introspective data and prefer to regard utility as 
something not directly observed but assumed for the purpose of 
explaining the kind of events which can be observed independently 
of introspection. But the economist is bound to preserve the 
distinction between preference and indifference even if he takes a 
purely behaviouristic standpoint, however difficult it may be to 
make the distinction.1_ Since it is necessary to allow for the non- 
transitiveness of indifference, it is just as necessary to assume 
the determinateness of the utility function as it is when our 
viewpoint is introspective, and in neither case is it necessary to 
make up our minds as to what utility is in the sense of something 
directly observable. 

Vv 

In conclusion, we may meet the objection of the Lausanne 
school that utility is not the kind of thing that could possibly 
be in any sense quantitative. This objection presupposes that 
utility is some observable mental quality (in the sense of being 
observable only by introspection). Even if it be granted that 
utility is some introspected quality such as want-intensity, the 
objection cannot be sustained provided, of course, we do not 
mean by quantitative something that by definition is only appli- 
cable to physical objects. The point seems to be that if we take 
an introspected quality such as colour, it is often supposed that 
no quantitative meaning can be given to its variation. It is, 
of course, admitted that an orderly variation is possible, e.g., 
that we can vary the hue, the brightness, the saturation, and 
possibly other characteristics of a colour in either of two direc- 
tions in each case, but it is claimed that only an arbitrary meaning 
can be given to the measurement of these variations. ‘This, 
however, is clearly not the case, for if we select any of the above 
modes of variation of colour, e.g., brightness, we can distinguish 

1 For example, he may define preference as the situation that occurs when a 
repetition of the presentation of two alternatives leads to the choice of the same 
alternative, when the experiment is repeated 4 sufficient number of times, while 
indifference is the situation that occurs when there is no such regularity. Unless 


the behaviourist adopts such a definition of indifference he is forced to drop the 
conception of indifference altogether, as we have already pointed out above. 
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a large variation from a small, i.e., we can select two brightnesses 
A and B and imagine a variation of X from A to B such that X 
is at first near to 4 and far from B and eventually near to B and 
far from .!, with the implication that there is a position of X 
between .1 and B when it can be said to be equally near to A and 
to B. ‘This concept of variation is clearly included in our appre- 
ciation of colour. As we have already pointed out, this means 
that the conception of an interval is included in the idea of orderly 
variation and that the variation can be expressed as a quantita- 
tive variation of the interval. All that this means, of course, is 
that assuming hue to be a simple characteristic of colour, then if 
we vary hue away from A through B to C, B can be said to have 
a measurable position between A and C in terms of the relation 
between A and (, or, in other words, there is a way of measuring 
position in a series of hues in terms of any two positions taken as 
standard. In the case of those aspects of a quality we call 
intensive we are able to take a further step in measurement, for 
we are able to conceive of a variation, e.g., the brightness of a 
colour, the loudness of a sound, continuing until the intensity 
disappears. The term quantitative variation is sometimes re- 
stricted to such variations, owing to the fact that we are able to 
distinguish absolutely the direction of variation called an increase 
in the quality from the direction called a decrease. 

While the conception of a measurable variability of a sense- 
quality in all those respects in which an orderly variation can be 
detected is involved in the act of appreciating the quality as what 
it is, it is not necessary to assume that measurement can in fact 
be performed, and in so far as it can be performed it is, of course, 
implied that it is only approximate. In other words, it is assumed 
that we do not create the position of a colour in the hue-series, 
brightness-series, etc., by the act of measurement any more than 
we create the relative lengths of two physical objects by the act 
of measuring them. If, for example, we have three brightnesses 
A, B, C and we judge B to be very much nearer to A than to C, 
then we assume that B really is nearer to A than to C, for this 
experience is included in the concept of colour, and the only 
reason for supposing that colours really are related by brightness 
is given by such experiences. But if I am unable to detect a 
difference of brightness between A and B there is no such impli- 
cation of identity of brightness and I should be surprised if they 
really were identical. It is for this reason that such measuring- 
rods as “ just perceptible difference of brightness ”’ or “‘ apparent 
equality of brightness ”’ are necessarily regarded as very imperfect 
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measures, even though it is on account of these experiences that 
it is assumed that brightness is a measurable quality, just as 
physical objects are assumed to have real lengths because we can 
make approximate observations of their differences in this respect. 
The imperfectness of any available method is also brought out 
by the non-transitiveness of the relation of apparent equality 
—the fact that I may judge A and B to be equal in brightness 
(or hue, etc.) and also B and C, even though I judge A to be 
brighter than (or a different shade from, etc.) C. 

If, then, it be contended that this imperfectness of measure- 
ment implies the immeasurability of what is measured, we would 
reply that it implies the precise opposite. If I did not assume 
that when I measure a length I am liable to error, and in any 
case only make an approximation, it would be implied that there 
is nothing in the absence of the act of measurement which is 
measurable, i.e., it would be implied that the measured quantity 
of the object is created by the act of measurement. We may 
therefore conclude that analogy with sense-cualities fully con- 
firms the view that utility is measurable and »rovides indepen- 
dent support of the contention that the utility function is deter- 
minate. It must, however, be insisted that this does not imply 
that utility is an additive quality like extensity or temporality, 
or the numerability of mere collections of objects such as a number 
of atoms. All that utility-theory requires as a basis for the 
theory of value is a determinate utility function. Utility may 
not even be a quality describable as intensive—all that is required 
is that the interval between two utilities should be quantitatively 
related to any interval taken as standard and that the interval 
should be directional. That we require no more than this is 
shown by the fact that the utility-theory of value (in contrast to 
the Lausanne theory) makes use only of the concept of marginal 
utility, and the term marginal utility has a precise meaning 
provided that the interval between two utilities has a precise 
meaning.’ If, for example, we indicate some given utility by the 
symbol o and some given utility-interval by the number 1, then 
any utility can be indicated by the complex symbol (c, ») where 
n is a number (positive or negative). The utility function may 
then be indicated by the expression n = f(z, y, . . .) and the 
utility of any given alternative by the symbol (c, ), where 1 is 
given by the above determinate function. The marginal utility 
of any constituent of an alternative (i.e., of the commodity, the 


1 Since there is, in fact, no objection, so far as we can see, to assuming that 
utility is intensive, a meaning can also be given to total utility. 
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quantity of which is represented by z or by y, etc.) is then simply 
the partial derivative and no interpretation of the symbol ¢ is 
required. We require no more than this for the marginal utility 
theory of value. The Lausanne theory, whether in its earlier 
form, before the abandonment of definitions of preference and 
indifference, dependent upon an appeal to subjective introspec- 
tion, or in the later behaviouristic form, as represented by Hicks 
and Allen, is then untenable. In making this assertion we do 
not deny, however, the great importance of the concept of mar- 
ginal substitution introduced by Hicks and Allen. But it follows 
from the determinateness of the utility function, i.e., from the 
fact that there is a determinate function u = f(x, y, . . .), where 
x,y, .. . are the quantities of the constituents of an alternative, 
that such substitution relations are likely to hold, e.g., that there 
are variations of 2 and compensatory variations of y which main- 
tain w unchanged. That the Lausanne school rather than the 
utility schools should have stressed the importance of this aspect 
of the utility function merely illustrates the fact that constructive 
error may at times bear important fruit when the path of recti- 


tude leads to comparative stagnation. 
W. E. ARMSTRONG 


Cambridge. 














MR. HARROD’S ESSAY IN DYNAMIC THEORY 


Tue thesis in Mr. Harrod’s article in the Economic JOURNAL 
for March 1939 may be stated as follows : 

Corresponding to any rate of growth of the income or output 
of a community, there will be an appropriate increment of capital. 
If this appropriate increment of capital is equal to saving, then 
it ‘‘ will leave all parties satisfied that they have produced neither 
more nor less than the right amount.” The rate of growth which 
fulfils this condition Mr. Harrod calls the “‘ warranted ”’ rate of 
growth, and the corresponding increment of capital, ‘ which 
producers regard as ideally suited to the output which they are 
undertaking,” he calls “ex ante investment” (intentionally 
departing from the definition assigned by Professor Ohlin and 
his Swedish colleagues to that phrase). 

The warranted rate of growth is the rate warranted by the 
amount of saving. It is that rate of growth of output which 
requires an increment of capital which will just use up current 
savings. If the actual rate of growth of output deviates from 
the warranted rate of growth, there will be a difference between 
saving and ex ante investment. 

Income being identified with output, saving, or unconsumed 
income, is equal to the increment of capital, or unconsumed 
output. The difference between saving and ex ante investment 
may therefore be described as the difference between the actual 
increment of capital and the appropriate or required increment 
of capital, or, to use a convenient word, the difference between 
actual and required accumulation. 

In so far as required accumulation depends on the rate of 
growth of output, a difference between actual and required 
accumulation can be expressed as a difference between actual and 
warranted rate of growth of output. If output is growing too 
fast, that means that actual accumulation falls below required 
accumulation; there will be “an undue depletion of stock or 
shortage of equipment, and the system will be stimulated to 
further expansion ” (p. 22). Similarly, if output is not growing 
fast enough, there will be an excess of actual over required 
accumulation; “there will be a redundance of capital goods and 
a depressing influence will be exerted.” 
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Further on Mr. Harrod adapts his theory to take account of 
that portion of capital outlay which is independent of the current 
rate of growth of output. This, which he calls “ long-range 
capital outlay,” he regards as composed of two parts, one, ka, 
being proportional to output, and the other K, being independent 
of it. 

The sum, kx + K, he deducts from saving, to arrive at a 
residue of actual accumulation for comparison with the corre- 
sponding residue of required accumulation. The warranted rate 
of growth of output thus becomes the rate warranted not by 
saving simply, but by the excess of saving over long-range capital 
outlay. With this modification the previous conclusion stands. 
An excess of actual over warranted rate of growth of output 
causes a Shortage of goods and further accelerates output; a 
deficiency causes a redundancy of goods and further retards 
output. “‘In either case a departure from equilibrium, instead 
of being self-righting, will be self-aggravating ”’ (p. 22). 

The position here taken by Mr. Harrod resembles in some 
respects that which I have assumed in the course of my criticisms 
of Mr. Keynes’s Treatise on Money and General Theory of Employ- 
ment, Interest and Money, but nevertheless there are differences. 
In the chapter of my Capital and Employment criticising the latter, 
I divided Mr. Keynes’s total investment (equivalent to “ accumu- 
lation’) into “active investment,” being ‘‘those items of 
unconsumed wealth voluntarily acquired in the expectation that 
they will be remunerative, if not in terms of money, at any rate 
in terms of convenience,” and “ passive investment,” being “ an 
involuntary accumulation of unsold goods.” 

All expenditure on the installation of capital, that is to say, 
on the acquisition and assembly of instrumental goods for use as 
such, is voluntary, and is included in active investment. Passive 
investment is confined to the involuntary accumulation of goods 
intended for sale ; but it includes instrumental goods intended for 
sale, as well as consumable goods and intermediate products. 

Ex ante investment as defined by Mr. Harrod, on the other 
hand, excludes not only “ unwanted accretions or depletions of 
stocks,” but also ‘“‘ equipment,’ which ‘‘ may be found to have 
been produced in excess of, or short of, requirements ” (p. 19). 
The difference between it and active investment is less than 
appears at first sight. For expenditure on the installation of 
capital would never be undertaken unless it were believed at the 
time to be required. At the outset it is part of what ‘“ producers 
regard as ideally suited to the output which they are under- 
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taking,” and, if it is “‘ found to have been produced in excess of, 
or short of, requirements,” that is a subsequent development due 
to a miscalculation, either of the equipment required for a given 
output, or of the output itself. The former kind of miscalculation 
is technical, and can be left out of account. It is where there is a 
miscalculation of output that a difference between active invest- 
ment and ex ante investment occurs, that is to say, the active 
investment in progress no longer corresponds to what “ producers 
regard as ideally suited ” to output. 

Now the output of any industry is governed by the demand 
for its product. When a producer adapts his capital equipment 
to his output, he has in mind the output that he can sell at a 
remunerative price. Primarily that means the actual current 
demand for the product, though producers will usually aim at 
having some margin of productive capacity to cover fluctuations 
of demand and future growth. 

For the community as a whole, output is determined by general 
demand, that is to say, the demand for goods of all kinds, con- 
sumable goods for consumption and instrumental goods for use, 
together with any intentional addition to working capital. In 
other words demand is composed of consumption and active 
investment. I say active investment, not ex ante investment, 
because the installation of capital constitutes a final demand for 
the instrumental goods that are being installed, whatever changes 
there may have been in the owner’s views since he undertook it. 

Demand is generated by income, and income is equal to output. 
If the whole of the consumers’ income culminated in demand, the 
whole of output would be disposed of. 

Now demand is equal to consumption, plus active investment, 
and output is equal to consumption, plus saving. Consequently 
the difference between demand and output is equal to the 
difference between active investment and saving. It is in fact 
equal to passive investment or disinvestment. 

Suppose now that the rate of growth of demand, having been 
such that active investment just equals saving, changes. Active 
investment is composed of two parts, the installation of instru- 
mental capital and the increment of working capital, and both 
will presumably be affected. 

The reaction of instrumental capital will be slow and gradual. 
Mr. Harrod supposes that “the time required for an undue 
accretion or depletion of capital goods to exert its influence upon 
the flow of orders ” (pp. 25-6) may be taken at six months. The 
installation of capital is a process that not only takes time in 
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itself, but requires a considerable preparatory interval between 
the decision to undertake it and the actual commencement of 
operations. When the rate of growth of demand is increased, 
the decisions to extend plant will be accelerated, but not im- 
mediately. This will only occur when sufficient time has elapsed 
to show the change to be sufficiently sustained to justify action. 
There will follow the preparatory period, and only after that is 
completed will the actual expenditure on installation begin in 
each case. Even then the effect on the current amount of capital 
outlay will be gradual, for the greater part of the capital outlay 
at any moment is governed by the decisions taken many months 
before. 

On the other hand, the reaction of working capital, and par- 
ticularly of traders’ stocks of goods, will be rapid. While the 
adjustment of instrumental capital to future output is a serious 
undertaking, which requires careful and responsible planning, the 
adjustment of stocks to sales is an affair easily settled from day 
to day, and readily corrected in case of a miscalculation. 

Dealers in goods will ordinarily give orders to the producers 
just sufficient to replace what they sell. When demand is 
growing, the need for an increase in stocks will be reflected in 
an excess of the orders given over the amount sold. If the 
growth of demand is accelerated, it will immediately affect 
the calculations of those traders who are actually ordering 
goods. By the time traders’ stocks have been turned over once 
(in the great majority of cases a period of no more than two or 
three months) the full effect of the adjustment will have been felt. 
Thus, over practically the whole field of production of material 
commodities, output will exceed sales. Here is Mr. Harrod’s 
principle of instability at work. For the increased output means 
increased incomes and so increased demand, and calls for yet 
further increases of stocks. The original disturbance will thus 
tend (apart from correctives) to be indefinitely amplified. 
| The difference in the rapidity of reaction of instrumental 
capital and working capital is of far-reaching significance. When 
| a change in demand is started, the cumulative effect through 
' working capital will be in full swing before any appreciable response 
has been felt through instrumental capital at all. 





Time is of the essence of dynamics. ‘ Time lags” do not 
' adequately express what is involved. A dynamic theory must 
. take into account the respective rates of progress of the various 


tendencies set up by a state of disequilibrium. 


This principle of instability I have previously called the 
No. 195.—voL. xLtx. KK 
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inherent instability of credit. Mr. Harrod’s formulation of it 
contains no explicit reference either to money or to credit. 
Nevertheless it does essentially presuppose the existence of some 
method of accumulating savings otherwise than in the form of 
goods. 

By basing his formula on output and not on demand, he 
neglects an indispensable link in the causal chain. Output is not 
in fact an extraneous datum, subject to modification only by a 
surplus or deficiency of accumulated goods. The flow of money, 
through consumers’ income and outlay to demand, is fundamental. 

In order that output may generate income, money must be 
provided to pay the incomes of those engaged in production. 
Under modern conditions this need is met through the operations 
of the banking system in creating credit. We can imagine a 
primitive community with no credit system, in which the money 
for this purpose would be wholly drawn from accumulations of 
specie. Even then the principle of instability would be at work. 
The principle therefore is not confined to the working of credit, 
though for practical purposes at the present day credit constitutes 
its field. It takes effect in an enlargement or compression of the 
flow of money. A control of the flow of money is the essential 
aim of credit regulation. The principle of instability is felt in 
the form of an amplification of any change in demand, whether 
the change be the effect of credit regulation or of a casual 
disturbance. 

Fluctuations of working capital are financed, in so far as traders 
have not surplus cash available, by temporary borrowing from 
banks, and it is easy to see their close relation to the regulation 
of credit. The financing of instrumental capital is more compli- 
cated. The investment market is the channel through which 
savings are directed to that purpose. So long as the capital outlay 
to be covered is just equal to the savings, no other form of financing 
is necessary. But differences may arise at several stages. The 
amount placed in the investment market may differ from the 
amount of savings; the capital raised from the investment market 
may differ from the amount placed in it; and the capital outlay 
incurred may differ from the amount of capital raised. 

In addition to savings, the investment market employs a 
variable amount of extraneous resources derived from investors 
and speculators, who draw upon their balances or obtain bank 
advances to buy investments, and also from banks which include 
investments among their assets. When these extraneous re- 
sources increase, the amount placed in the investment market is 
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reinforced by a supplement; when the extraneous resources 
decrease, the amount is diminished by a “ deplement.” 

In general the market itself preserves a fairly close balance 
between the inflow and outflow of funds. If the capital raised 
from it tends to exceed the available resources, it quickly reacts 
not only by reducing prices of securities, and exacting more 
onerous terms for new flotations, but by putting pressure on 
promoters to restrict and postpone their demands, or even by 
flat refusal. 

The jobbers and regular dealers who compose the market hold 
a part of the securities that constitute their stock in trade with 
borrowed money, and they may on occasions be led to increase 
or diminish the amount so held by the same sort of motives as 
those by which outside speculators are actuated. 

Finally the promoters and traders who raise capital from the 
market will sometimes finance capital outlay in advance by 
temporary borrowing. 

Whatever difference there may be between capital outlay and 
savings must be accounted for by a supplement or deplement 
derived from these sources. It has to be dealt with by the 
banking system on the same footing as any increase or decrease 
in the resources employed in working capital. But it is much less 
responsive to pressure, for the banks have no direct means of 
modifying savings, and the installation of capital only responds 
slowly and gradually. 

Mr. Harrod’s formula adding “ long-range capital outlay,” 
ke, + K, to that required by the increase of output, C(x, — 2»), 
allows nothing at all either for the function of the investment 
market in limiting the demands upon it to its resources, or for the 
function of the banking system in restricting the amount of 
accommodation afforded to what monetary policy will permit. 
He takes for granted that, if active investment as calculated by 
his formula exceeds saving, the banking system will provide 
whatever advances may be necessary. If the banking system 
does not, then somehow or other the total capital outlay must 
be restricted within the limits of the available funds. 

Mr. Harrod is more interested in the alternative possibility, 
that active investment may fall short of saving. An insufficiency 
of remunerative projects to use up the available savings may be 
caused by a temporary shrinkage of demand. For a low 
demand discourages people not only from capital extensions 
appropriate to growth of output, but from improvements of 
all kinds. Whether this does ever happen in practice is open to 





















474 THE ECONOMIC JOURNAL [SEPT. 


question. There seem always to be almost inexhaustible possi- 
bilities of improvements which reduce costs without necessarily 
increasing output, and the very same state of low demand which 
discourages enterprise also reduces saving. The appearance in the 
investment market of a mass of idle money is due not to redundant 
savings but to the liquidation of redundant working capital. 

But, however that may be, Mr. Harrod is concerned not with 
a temporary shortage of active investment, but with a permanent 
glut of savings. 

There is a “ natural rate of growth ” of output, ‘‘ allowed by 
the increase of population, accumulation of capital, technological 
improvement, and the work/leisure preference schedule,” and 
‘“‘ the system cannot advance more quickly than the natural rate 
allows.” If the rate warranted by saving is above this, there will 
be a chronic tendency to depression (p. 30). 

That means that the openings offered by technological progress 
for equipping the community with more instrumental goods are 
insufficient to use up savings. Mr. Harrod seems to be led to 
this view by “‘ the tendency of modern progress to depress rather 
than elevate the value of C ”’, that is to say, the amount of capital 
equipment needed for a given increment of output. But there is 
a certain confusion of thought here. It may be that some 
modern inventions decrease the amount of capital equipment 
needed for a given output, but that does not mean that the amount 
of equipment that can be usefully employed with a given man- 
power cannot be indefinitely increased. 

There are of course improvements which reduce costs in terms 
not only of labour but of material appliances. They contribute 
to the general tendency to obtain a greater output from given 
productive resources. But they do not necessarily or even 
probably restrict the field for supplementing man-power with 
material aids. The reduction of costs in one direction sets free 
man-power to be used in others, and, when so used, it will require 
material equipment. So long as any considerable part of the 
available man-power is engaged on functions of a mechanical 
character, the opportunity exists for the increase of productive 
power by further mechanisation. The human force is being 
supplemented by a continually greater and greater robot force. 
Eventually this tendency may come to an end. If all processes 
that do not require initiative and imagination were performed 
mechanically, and if all human wants that could be supplied by 
such processes reached satiety, no field would remain for a further 


deepening of capital. 
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That is a possibility. But if it materialised it would raise 
much more fundamental problems than that of instability. The 
conception of saving presupposes the existence of forms of material 
wealth that can be accumulated. If accumulation reaches its 
limit, so that any further addition to the material possessions of 
the community is redundant, and therefore useless, further saving 
becomes impossible. 

If markets were left to adjust themselves to this state of things, 
the investment market would find itself selling securities to 
investors in excess of new flotations. To prevent its holdings of 
securities from dwindling away, it would raise the prices asked 
and offered for them. The long-term rate of interest would fall 
toa minimum, but ex hypothesi that would fail to evoke adequate 
capital outlay. 

Mr. Harrod concludes that ‘‘ only by keeping in being a large 
and growing volume of public works can the slump be prevented.” 
But that is to assume that, when the possibilities of useful accumu- 
lation in private hands have been exhausted, there are still useful 
public works to be undertaken. 

There is no reason to suppose that the possibility of useful 
public works may not be exhausted first. The Government may 
choose to incur debt in order to provide those who save with 
assets. That is, indeed, one possible solution of the difficulty 
though rather a dangerous one. But there would be no advantage 
in its encumbering itself, by way of countervalue, with public 
works which are not required. 

Mr. Harrod regards this state of glut as a possible explanation 
of the trade cycle. Whenever depression occurred, savings would 
fall off; an expansion of demand would then become possible 
and with it a corresponding capital outlay, till the glut once again 
made itself felt. But if this were the explanation of the trade 
cycle the down-turn would be signalled by a fall in the long-term 
rate of interest to zero, or at any rate to a minimum. That is 
not in accord with experience, for the fall in the rate (which does 
not reach an actual minimum) only occurs after depression has 


become acute. 
R. G. HawtTrRey 











INDICES OF INDUSTRIAL OUTPUT 


Tue purpose of this article is to examine and compare short- 
period statistics of output in this country, to show how adjust- 
ments can improve them, and to compile a new measure of mining 
and manufacturing output using the census of production and 
employment figures. 

Our sources of information on short-period movements in 
output are three in number. There is first the census of 
production, which has by far the widest coverage, and where 
particulars are supplied under compulsion. The census has 
been supplemented since 1933 by the annual reports of the 
Import Duties Advisory Committee, which, however, have only 
half the coverage, omitting many important industries altogether.! 
For more frequent information we have the quarterly index of 
mining and manufacturing output, including construction and 
gas and electricity, published by the Board of Trade, and from 
private enterprise we have the two indices, annual and quarterly, 
of the London and Cambridge Economic Service.? For the 
purpose of this study we shall consider only the mining and 
manufacturing components from these sources—that is, the 
entire L. and C.E.S. quarterly index, the annual index minus agri- 
culture and building, the Board of Trade index minus building, 
gas and electricity,* and the census minus construction, public 
utilities and government departments. 

In the first four columns of Table I we have the three indices 
and the census data, all based on 1930 = 100. The census and 
import duty inquiry data which have the largest coverage and the 
most accurate material must be taken as a standard, even though 


1 All the census indices used here are taken from Mr. E. Devons’ paper, “ Pro- 
duction Trends in the United Kingdom,”’ appearing in The Manchester School, 
Vol. X, No. 1, 1939. We are much indebted to him for permission to make use 
of them. 

2 We have found it convenient to make the comparison on the basis 1930 = 
100, and have accordingly transposed the London and Cambridge Economic 
Service indices by a simple multiplication. In separating out individual com- 
ponents we have, of course, used the published weights on a 1924 basis. 

3 Since the Board of Trade decline to make the weights of their index public, 
it has been necessary to guess them. In order to exclude building, gas and 
electricity, we have weighted each group of trades by its full net output in the 
1930 census, and not by the sum of the net outputs of the trades used to represent 
the group. 
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TABLE I. 
(1) (2) (3) | (4) (5) (6) (7) 
L. and Census and 
C.E.S. B.O.T. I.D.1. Index, | B.O.T. Insured Insured 
Annual — Index Saline Index Employ- Employ- 
Index, CES excluding Buildin Adjusted | ment Ad- ment in 
excluding Quarter! Building | Public Utill- to Census | justed to Mining 
Year.) Agricul- oy Y| and Gas ties and Data. Census | and Manu- 
ture and and Elec- | Government Data. facturing. 
Building. tricity. a 
OLA. Org. OB. OBC. OE? E. 
| 1930 = 100. |1930 = 100. | 1930 = 100. | 1930100. 1930 = 100. 
1924 94:3 101-5 | 98:7 | 94-5 93-2 | 93-8 106-9 
1927 102-8 109-7 104-7 | — 103-2 103-3 107-2 
1928 101-5 104-1 103-0 — 103-2 103-9 105-6 
1929 108°7 112-3 109-1 | _ 110°3 110-2 107-9 
1930 100-0 100-0 100-0 100-0 103-4 101-7 100-0 
1931 89-4 85-6 89-9 | _ 95-7 92-3 91-5 
1932 90-0 86-2 89-2 _— 96-6 94-5 90-9 
1933 98-1 91-9 942 | 103-3 102-7 102-4 94-4 
1934 1105 103-4 101-6 111-9 111-0 112°3 99-1 
1935 118-9 110-0 107°7 118°6 118-1 1181 101-0 
1936 129-5 119-7 118-6 | — 129-6 129-4 106-7 
1937 136°8 125-9 128:1 | — 139-9 142-2 113-5 
1938; 1230 | 1114 118-1 | _- 132-2 140-5 110-3 
| | 

















1 OBC = 13-23 + 0-917300B + 1-5175t. OC and OB = 100 in 1930. t=0 in 1931. 
Alternatively, we might have calculated OBC in such a way as to leave the cyclical amplitude of 
OB undisturbed. Making use of the above coefficient of t, the equation would be: OBC = 
§22+O0B+1°5175t. The solutions of this equation are similar to the values for OBC given 
above, but rather closer to those of OL. 

* OE = — 494-0 + 1-:90996F + 36-397t. OC = 1219 in 1930, E = 927 in 1930,¢ = 0in 1931. 
The above represent the solutions of this equation multiplied by 0-08203. 


there is considerable difficulty in obtaining a volume index from 
the original returns. The index which in its crude form agrees 
best with the census is the annual index of the London and 
Cambridge Economic Service, which we will call for brevity, 
OLA. In 1924, 1930 and 1935 it is indistinguishable from the 
census figures, but in 1933 it differed by over 5 per cent. from the 
import duty figures, though this was practically made up by 1934. 
Rather suspicious, however, is the 14 point drop between 1937 
and 1938, which seems repugnant to common sense. The Board 
of Trade index appears next best, and hereafter will be referred to 
as OB. It is seen to possess a marked downward bias when it is 
shorn of building, gas and electricity. Although it started over 
4 points above the census in 1924, by 1935 it was about 11 points 
below. This is an extremely serious discrepancy to develop in so 
short a period as ten years, and must tend to bias all work based 
on OB. In 1938, however, it shows a smaller fall than do the 
other indices. The London and Cambridge quarterly index, OLQ, 
suffers not only from a worse downward bias than the Board of 
Trade, but clearly from a too great cyclical amplitude. It was 
7 points above the census in 1924 and 8 points below in 1935, and 
it declined very much more than the others in the slump. 

Our view on the relative merits of the indices changes when 
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we inspect the figures on which they are built up. From these 
it appears that such agreement as has been reached may be largely 
a chance cancellation of discrepancies that may not occur again. 
Of course all of the components are not of equal importance, and 
differences in the minor groups may have little effect on the 
total. Table II shows the order of importance of the different 
industrial groups measured by their net output in 1930. 


TABLE IT. 
Net Output in 1930. 





| Percentage of 














fm. 1930. | Grand Total. 
Included in this Study— 

Engineering, Shipbuilding, Vehicles . 230-0 15:3 
Food, Drink, Tobacco’... ‘ 188-0 12-5 
Mines, Quarries 155-2 10-3 
Textiles . 147-7 9-8 
Paper, Printing, ete. 103-3 6-9 
Iron, Steel. 91-9 6-1 
Chemicals ; 72-8 4-8 
Clothing, other than Boots and Shoes 57-4 3:8 
Clay, Building Materials . 45-1 3-0 
Miscellaneous . 42-4 2-8 
Timber . 31-5 2-1 
Leather, Boots and Shoes 31-0 2-1 
Non-Ferrous Metals 23-9 1-6 

Total Included ‘ ‘ : ; £1,220-2 | 81-1% 

Excluded from this Study— 
Public Utilities, other than Gas and 

Electricity ‘ ; ; 96-1 6-4 
Building and Contracting ‘ ‘ é 94-1 6-3 
Gas and Electricity. : ; : 74:8 | 5-0 
Government Departments ! : a 18-9 1-2 

Total Excluded : , , . |  £283-9 | 18-9% 

Grand Total . ; ‘ . | £1,504-1 100:0% 





The output indices are dominated by the first four groups, 
engineering, shipbuilding and vehicles, food, drink and tobacco, 
mines and quarries, and textiles. These accounted for about 
60 per cent. of the 1930 net output of mining and manufacture. 
In Table III we set out the indices of the component groups. 

Since engineering is the largest single group, we shall consider 
it first. It is well known that it is an extremely difficult group 
to measure, and the difficulty is amply reflected in the different 
series. It is here that the census, because of its large coverage, 
has a marked advantage. The series, all with 1930 = 100, had 
attained a divergence of over 80 points by 1938. The OLA 
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interpretation of the movement of this group passes nearest to 
the census from 1930 on, but it has such an upward bias that its 
utility must be considerably lessened. In 1924 it stood 26 points 
below the census figure, but by 1935 it was 8 points above it. 
Its present excess is difficult to guess. It is not an index in which 
much confidence can be placed, since it is the arithmetic average 
of the number of vehicles, private and commercial, the tonnage 
of merchant shipping under construction uncorrected for changes 
in the period of construction, and the tonnage of railway vehicles 
exported, each weighted by its 1924 net output. This seems 
a slender basis for so important an index, although no doubt it 
was difficult to do better in 1929, when the index was first compiled 
on a 1924 base. However, there is no doubt that the annual 
index, upward bias and all, is an immense improvement on the 
quarterly index OLQ, which is composed solely of merchant 
shipbuilding and the exports of railway vehicles. As a result 
OLQ has acquired a really fantastic downward bias. It stood 5 
points above the census in 1924, and was 73 points below it eleven 
years later in 1935. In 1937 OLA and OLQ, both compiled by 
the London and Cambridge Economic Service, and _ both 
purporting to represent the same thing, were about 90 points 
apart. Quite as bad as the downward bias of OLQ is its undue 
cyclical movement. Whereas in the depth of the slump OB and 
OLA had lost between 20 and 30 points on 1930, OLQ had lost 
over 80. While OLA may be too high, there is no doubt whatever 
that OLQ is absurdly low, and indeed is largely responsible for the 
unsatisfactory state of the total OLQ index. It is remarkable that 
the motor industry has never been included, since it is a most 
important branch of engineering, and statistics are readily 
available. 

The OB index occupies an intermediate position. It stood 
only about 4 points below the census in 1924, which is a more 
creditable performance than either OLA or OLQ, but from 1930 
on a heavy downward bias develops, and by 1935 OB and the 
census are over 20 points apart. From an inspection of its many 
components it might be supposed that OB would be very reliable. 
However, while a detailed discussion of it is impossible in view 
of our lack of knowledge of the weights employed, it seems likely 
that the unsatisfactory nature of the index is to be attributed 
largely to the use of employment statistics, unadjusted for output 
per head, to represent the important category of general 
engineering. In view of the immense change in output per head 
that has taken place in the industry since 1924, it would be very 
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surprising if this procedure did not impart a downward drift to 
OB. The net output of mechanical engineering accounted for 
£93 million, or 40 per cent., out of a total of £230 million for the 
engineering, shipbuilding and vehicle trades as a whole in 1930. 
It is not to be denied that the task of adjusting employment 
figures for changes in output per head might be difficult, and the 
results would not be perfectly accurate, but there is little doubt 
that such an adjustment would enable a substantial improvement 
to be made in the index. It is often said that where approximate 
data are under consideration it is unsound to apply elaborate 
methods which are thought to be unduly refined, but it would 
seem incontestable that within broad limits it is better to estimate 
even roughly what we want to know, rather than to determine 
with comparative precision something which is seriously mis- 
leading. 

The next largest group shown in Table III is the food, 
drink and tobacco group. Here agreement is far from perfect, 
although the divergence in comparison with engineering is small. 
OLQ comes closest to the census data, although this is probably 
fortuitous. Its coverage is very small, including no series for 
drink output despite the good monthly series available for beer 
and spirits production, so it is perhaps best to take no notice of 
it without further investigation, especially as it sometimes moves 
in quite a different direction from the other series. OB and OLA 
appear to have a downward drift compared with the census data 
of 1924 and 1935. The import duty figures for 1933 and 1934 are 
rather surprising, and illustrate the difficulty of putting the 
import duty inquiries with their smaller coverage on the same 
footing as the census. 

The series of mines and quarries given in Table IIT, being chiefly 
coal, are in reasonable agreement, and accord well with the 
census data. OLA makes the best showing. Mining gives much 
the best correspondence, being based on the best material, of all 
the output series. 

The textile series, which form the last of the important groups, 
are in a very unsatisfactory state. Unfortunately OLA cannot be 
considered after 1936, because the wool component was dropped, 
making a sudden difference to the level of the index of about 15 
points (1930 = 100), and has not been replaced, nor any estimate 
been attempted. The sudden spurious increase has had the 
further effect of making the total manufacturing and mining 
output index of OLA 2 or 3 points too high. It is clear from the 
figures of OLA ex wool that the series moves quite differently if 
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wool is excluded. OLQ, although it agrees quite well with the 
census and import duty inquiry figures except for 1924, where it is 
12 points below, cannot be relied on as its components consist of 
only cotton and silk. OB, although it has a much wider coverage 
than OLA or OLQ, appears to have a marked downward bias. 
In 1924 it was three points above the census, but by 1935 it was 
14 points below. Part of the reason may be again that the index 
rests to a certain extent on employment and earnings data 
uncorrected for any change in output per head, and therefore 
would naturally have a downward tendency. This will be seen 
more clearly later when we discuss the relation of output to 
employment. 

The remaining groups are shown in the same table. The 
important group of paper and printing is not separately recorded 
in OB, although it enters into the final index, and it is therefore 
impossible to comment on it. OLA and OLQ, which are identical, 
give for the period after 1930 a good agreement with the census 
data, although for 1924 there is a 5 point difference. For iron 
and steel OB gives a very fair correspondence with census data.! 
OLA exhibits a slight downward tendency, and judging by OB 
rather too small a cyclical amplitude. OZQ, on the other hand, 
has too big a cyclical amplitude, and agrees poorly on this matter 
with OLA, being about 8 points above it in the boom, and 8 
points below it in the slump. 

The state of the chemicals indices, which fortunately do not 
have a very big weight, is really deplorable. In 1924 they have 
a spread of 15 points all above the census, and in 1935 they 
have a spread of 15 points all below it. They move in different 
directions, with widely different movements in individual years, 
and appear to possess no sympathy with the census and import 
duty data. Admittedly this group is one of the most difficult, 
and has given the compilers a great deal of trouble even for this 
unhappy result, but surely the matter ought not to be left in 
this state. At present it is difficult to see which, official or 
unofficial, is the most likely to be correct. 

The next four groups in diminishing order, clothing (other 
than boots and shoes), clay and building materials, miscellaneous 
and timber, are not treated in any of the figures, although they 
may well contain some rapidly rising industries whose omission 


1 1924 is an exception. In this year all other indices agree at a figure con- 
siderably higher than that given by the census. This does not show that they 
are right but simply that they do not measure the higher stages of output, and 
especially the important Hardware, Holloware, etc, group. Cf. I.D.A.L., 1934, 
Part II., p. 2, Table II. 
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imparts a downward bias to the aggregate indices. We therefore 
pass on to the consideration of the leather, boots and shoes group. 

The position of these trades is obscure. There is no OLQ 
index. The OLA index includes leather and leather goods 
only, and the OB index includes leather, leather goods and foot- 
wear. The two indices bear very little relation to each other. 
Up to 1938 OB passed close to the 1935 census figure, but, for 
some reason that has not been revealed, it has recently been 
drastically revised back to 1934, and now appears much too low. 

Lastly we come to the figures for the output of non-ferrous 
metals. OB, OLA, and OLQ all move more or less together— 
that is to say, their maximum divergence is about 10 points, but 
compared to the census figures, as opposed to the import duty 
figures, they have a large upward bias, ranging from 7 points 
below in 1924 to 17 to 20 points above in 1935. It is difficult to 
say which series is the best. Their cyclical amplitudes, as usual, 
vary. It can only be said that if the import duty figures are in 
fact sufficiently comparable to be used with the census figures, 
then all three indices are not only seriously biased in an upward 
direction, but also very misleading in their movement. 

In discussing the available output series we have said nothing 
so far of the percentage coverage of the aggregate indices. If 
we neglect the categories of building and contracting, public 
utilities, and government departments, we find that the major 
groups covered by OB and OLA account respectively for about 
84 per cent. and 85 per cent. of industrial net output in 1930. 
If, however, we consider not the groups as a whole, but only the 
component series actually used in the indices, these percentages 
drop to 73 per cent. and 51 per cent. respectively. Since this is 
the best criterion of the coverage of the series, it is rather surprising 
to find that the index which is easily the most comprehensive 
appears in practice the least satisfactory. It is hard to escape 
the conclusion that this result comes about partly by the un- 
expectedly good results of the OLA engineering index since 1930, 
despite its narrow coverage, and partly by the inclusion in OB 
of extremely important series represented by employment figures 
unadjusted for output per head. With a view to showing the 
extreme importance of changes in output per head, and to 
explore the potentialities of the very comprehensive employ- 
ment statistics, we shall consider now the relation of output to 
employment. 

We consider here census output less the categories of building 
and contracting, public utilities and government departments, 











484 THE ECONOMIC JOURNAL [SEPT. 


for the years 1924-30-33-34-35, and annual averages of the 
number insured less insured unemployed? in all the industries 
of the old General Scheme with the exception of fishing, building 
and public works contracting, gas, water and electricity, transport 
and communications, distribution, commerce, banking, insurance 
and finance, and finally miscellaneous services. 

The next problem is to find a stable relationship between 
these two variables. However crude the analysis, it seems 
necessary to distinguish clearly between changes in output per 
head due to the increase in the use of capital and to improvements 
in technique, and changes due to the partial relation between 
output and employment when these longer period influences are 
ruled out. This last relation might perhaps be characterised as 
the state of physical returns to labour if our employment data 
extended to the hours of work as well as to the numbers employed, 
and if our relationship was confined to a single, reasonably 
homogeneous industry. In the present context, however, it is 
most important that no such economic meaning should be attached 
to this coefficient.” 

The simplest method compatible with these requirements is 
to express output (O) in terms of employment (Z) and time (é), 
by a linear equation of the form O = a + bE + ct, and in view 
of the scarcity of the data, nothing more elaborate will be 
attempted. As can be seen from the table, the calculated values 
of output are not greatly different from the actual values, and in 
fact approach them more closely than any of the output indices 
discussed above. It might be thought that the existence of only 
five reference points would make the coefficients unreliable, so it 
is interesting to note that if OB is adjusted so as to pass as close 
as possible to the census data (cf. column 5 of Table I), its move- 
ment is very similar to that of the output index based on employ- 
ment, hereafter called OZ. Its cyclical amplitude is only slightly 
less than that of OZ, so we may conclude that OB’s main defect 
is an approximately linear downward bias. 

The table shows the value of OZ for other years. In general 
it can be seen that it is plausible. Interest centres mainly on 
the extrapolation for the years after 1935. Up to 1937, OE keeps 
step with the other measures of output. Between 1937 and 1938, 


1 Adjusted over the whole period to a 16-64 age basis, and for the new method 
of counting the unemployed after September 1937. 

2 Working with American data, we have found that the inclusion of hours in 
our employment series not only greatly increases the correlation between output 
and employment, trend influences eliminated, but also completely alters the 
partial coefficient. 
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however, OF falls very slightly, whereas OB falls moderately, and 
OLA drops sharply. 

The reason which we have previously advanced to explain this 
phenomenon ? is that while OB has on the whole a broad coverage, 
it is peculiarly deficient in just those branches of activity— 
armaments—which in the last eighteen months have sprung into 
such prominence. It is, of course, true that it will be partly 
measured, for example, by an increase in the production of metals, 
but naval shipbuilding and aircraft are entirely excluded, and it 
does not seem that engineering is very adequately covered. 
Nevertheless it is much better covered from this point of view 
than it is in OLA, and this last may contribute to its relatively 
smaller fall. 

On the other hand, it is possible that the stability of OZ 
over 1937-38 is due to a change in one or both of the coefficients 
bandc. Up to a point this appears to have been the case. In 
coal-mining a drop of about 5 per cent. in output was accompanied 
by a smaller fall in the number of manshifts worked. A 
similar, but less pronounced, movement last took place in 1923-24, 
so that this industry is an exception to our general thesis. It is, 
however, hard to believe that the growth of the armament trades 
does not represent a shift to industries with greater than average 
output per head. Thus, even if the use of capital and improve- 
ments in technique did not take place as rapidly as usual in 
private industry, such a shift would at least go some way to 
restore the normal improvement in output per head over industry 


as a whole. 
RICHARD and WINIFRED STONE 


London. 


1 Cf. The Economist, May 6, 1939, p. 296. 














REVIEWS 


The Theory and Measurement of Demand. By Henry Scuvurtz 
(Chicago : Social Science Studies, The University of Chicago 
Press; Cambridge University Press. 1938. Pp. xxxi + 
817. 34s.) 


‘*T know nothing more strange and discreditable to statists and economists 
than that in so important a point as the relation of price and supply of the main 
article of food, we owe our most accurate estimates to writers who lived from one 
to two centuries ago.” 

“Yet,” adds Schultz to this quotation from Jevons and to the 
allusion Jevons makes to Gregory King’s ancient econometrics, 
“‘ yet Jevons himself did nothing more to improve the situation 
than to fit an empirical curve to Gregory King’s guesses.” 
Similarly, ‘‘ Marshall steered clear of inductive investigations in 
the field of demand,” although he foresaw their great importance. 
Schultz took up Jevons’ challenge. He lived for those “ inductive 
investigations.”” They required much patience and industry. 
He possessed them. Still more important, he had faith. He 
believed in the ultimate uniformity present in human behaviour 
and making economics possible. All those working on economic 
theory (with or without statistics) share this belief. But, when 
seated with the faithless ones, how often have they, like St. Peter, 
denounced the faith, before the cock has crowed twice. Schultz 
had the example of H. L. Moore, his master, to encourage him; 
the wealth and clarity of American data to make his attempts less 
desperate; good theoretical foundations which he dug deeper as 
he proceeded; he had at his disposal improved techniques of 
statistical estimation; he commanded a staff of able, sometimes 
extraordinarily gifted, assistants; but a grain of scepticism would 
have made all these resources barren. As it was, Schultz could 
devote his life to the one task. When his results reached a 
reasonable completeness and took a well-organised form, he 
could afford to rest. He died in an automobile accident shortly 
after the present volume was published. 

Since the publication, in 1928, of the Statistical Laws of Demand 
and Supply with Special Application to Sugar, Schultz constantly 
refined both his theoretical views and his statistical methods, 
trying them out on an ever-increasing range of agricultural 
commodities. In two remarkable articles (Journal of Political 














sEPT. 1939] SCHULTZ : THEORY AND MEASUREMENT OF DEMAND 487 


Economy, 1933 and 1935) he studied the “ Inter-relations of 
Demand, Price, and Income,” reviving and applying economic 
theorems of Pareto and Slutsky, which, owing to Professor Hicks’ 
independent and contemporary work, were soon to become 
familiar to English-speaking students, but which were still novel 
a few years ago. At the same time he improved his tools (“ The 
Standard Error of a Forecast from a Curve,” Journal of the 
American Statistical Association, 1930) and, in numerous reviews, 
kept track of the work done by contemporaries in his field. 

All this, and more, is incorporated in the present volume. The 
reader of Professor Hicks’ new Value and Capital may still find 
a useful comparison with the theoretical analysis and empirical 
“tests of rationality’ of consumers’ behaviour developed by 
Schultz (and his assistant M. Friedman) (Chapters I, XVIII, 
XIX). In Schultz’s book the theory of individual demand is, 
however, not very satisfactorily linked up with his attempt to 
measure statistically the relationship between price, national 
consumption and national income. The connecting link— 
distribution of income—is missing. The methods of this 
empirical study—fitting curves to time series of prices and 
demanded quantities—are described in Chapters II and IV 
(Chapter III being devoted to a fair and complete review of the 
rival approach via individual budgets),1 and applied in the re- 


1 With the exception of R. Roy, the adherents (including the present writer) 
of the “‘ budget’? methods described by Schultz have been guilty of errors or 
ambiguities in their interpretation of the income elasticity of demand, marginal 
utility of money, etc. This is now set straight by the Slutsky—Schultz—Hicks— 
Allen analysis of the single consumer. There remains, however, the useful fact 
that total consumption is the sum of individual ones : budget data can therefore 
help (possibly allowing a time-lag for the adjustment of consumers to income- 
changes) to trace down and eliminate that part of changes in the total demand 
which is due to changes in the total income and its distribution. This method 
f (reminiscent of ‘‘ standardised death-rates ’?) would use more information and be 
; economically more meaningful than the mechanical elimination of the influence 
of the national income by multiple correlation. Assume, for example, the 
individual’s demand 2, in a given year i, to be related to his income (r) and the 
i current price (p,;) by the equation 
1 


z=a + bp, + ¢ ¢,(r) 


B where ¢ is some known function and a, b, c are the unknown coefficients; if 
7 income-distribution, i.e., the proportion f, (r) of people having income r, is known 
yearly, the total demand in the year i is 
I X= [la + bee + opr) flridr = a + by, + oy 
u 

where ®; = [ dnsanar; here X,, p, and ®, are known and a, b, c are to be found. 
’ oO 

‘| If p, was the price prevailing at the time of collecting budget data, the constants 
Fi c and (a + bp.) (= k, say) are obtained by fitting to those data the “ Engel 
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maining part of the book to the demand for sugar, corn, cotton, 
hay, wheat, potatoes, oats, barley, rye and buckwheat. An 
Appendix on “Elements of Curve Fitting and Correlation ” 
incorporates modern techniques and Schultz’s own rich experience, 

Schultz was aware of the difficulties presented by statistical 
time series. He knew that the mere calculation of sampling 
errors (carefully attended to throughout the book) is no safe- 
guard against errors inherent in the arbitrary choice of the 
assumed functions, and in the historical changes of the relation- 
ships studied. To cope with the former difficulty he usually 
tried two simple (a linear and a power) functions. The other and 
more important difficulty was partially met by making separate 
calculations for three distinct historical periods, and by the usual 
elimination of an additive trend. He was probably aware of the 
fact (see p. 142) that this elimination did not touch possible 
changes of the demand curve other than “ shifts’’; and that 
it left the non-monotonic shifts of tastes (i.e., periodic fashions) 
unscathed. There are other, sometimes more serious, obstacles 
to curve fitting in economics. Since all variables are subject to 
errors and disturbances, it is difficult to choose the ‘‘ dependent ” 
one, the “ predictand”’; Schultz gives this role in turn to the 
price and to the quantity consumed; (he considers it, however, 
unnecessary to construct exhaustive “bunches” of all the 
alternative regressions and to use them as did Frisch, to discover 
and eliminate a superfluous or “ detrimental ”’ variable). Now, 
in addition to errors in the variables, there are changes in the 
parameters, such as “ shifts ”»—systematic or erratic—of demand 
and supply curves. By using as variables not only the price and 
quantity of a given commodity but also the prices of competing 
goods and the national income, by “ deflating” his data with 
respect to changes in population and price-level and by eliminating 
a trend, Schultz hopes to have minimised the systematic shifts; 
as for the erratic ones, he thinks, and probably with reason, that 





curve,” 7.¢e., the relationship between income (r) and individual demand (2). 
Then, from each year’s market data, a value, b;, can be calculated : 

b, = (X; — k — c,)/(p; — pp). 
The average of such values, },, is the best estimate of b for the whole period; 
finally, a = k — bp. 

It is seen that Schultz’s use of the total income as a linear component of total 
demand implies linear Engel curves; even where such curves are realistic (i.e., 
where a redistribution of incomes does not affect the consumption of the commodity 
studied), the results receive a better factual foundation by the suggested use of 
both market and budget data. Schultz seems not to have been aware of these 
possibilities. 
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tastes for agricultural commodities fluctuated less strongly than 
yields. This, and the circumstance that probably the next year’s 
agricultural supply is more closely connected with current prices 
than the current supply, gives him ground to suppose that his 
curves are demand curves. This important discussion (pp. 
73-83) would have lost the rest of its vagueness if presented in 
analytical form, 

. Have the results, based as they are on so many assumptions, 
any practical use? Here is Schultz’s answer, written to a friend 
shortly before his death, on November 16, 1938: 


‘. . . Your statistician is quite right when he says that 
in the practical application of demand curves one must have 
‘a feeling for the market.’ The curves are an aid to, but 
not a substitute for, practical judgment. My experience 
has shown, however, that frequently business men betray 
an astounding ignorance of the market for their products. 
When I first published my demand functions for beef and 
pork, which showed that the two meats are competing in 
consumption, some packers questioned my findings. They 
were basing their business policies on the assumption that 
the two meats were practically independent in consumption. 
The one packer who accepted my findings and adjusted his 
practice accordingly made money, and sent me a package of 
Canadian bacon as a token of his gratitude.” 

J. MARSCHAK 

Institute of Statistics, 

University of Oxford, 


Public Aspects of Finance. By D. H. Macerecor. (London: 
Oxford University Press. 1939. Pp. 137. 5s.) 


PROFESSOR MacGREGOR must have found it great fun to roam 
through the Budget speeches and debates of a hundred years, 
not in the least intimidated or influenced by masses of dead detail 
and obsolete figures, in search of threads of economic principle 
as guides to action. He has brought back from his tour no little 
treasure trove, or what the book-catalogues call “‘ curiosa,”’ and 
he thus succeeds in communicating a good deal of the fun to us. 
One can almost base a general philosophy of government upon the 
exhibits. For the statesman is not seldom inclined to decide the 
course of action he really wants to take upon empirical or political 
reasons, and then appeal to such economic or moral principles 
as seem to support that course, while firmly convincing himself 
all along that the opposite process was in operation and that he 
has determined his line of action from his principles. It is in the 
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spirit of the well-wined diner who perorated: ‘‘ These, ladies 
and gentlemen, are the arguments on which I base my facts.” 
Here we see principles varying, disappearing, reappearing, by 
the very pressure of circumstance. It was through emergency 
that the principles of the classical finance came to be established, 
and ninety years later to be overthrown. In each case the ad- 
vocates of the new outlook disentangled themselves and their 
case from the emergency itself, and sought to show that their 
remedies had independent and permanent validity. The fashion 
of presenting budgets with a wealth of judgment, reflection and 
imagination, educative in character, showed dawning signs under 
Goulburn in 1829 and Althorp in 1831, but Peel and Gladstone 
established it, and it provided the medium for such expositions 
of righteous principle. 

Under the general heading “ Expenditure and Policy ”’ Pro- 
fessor Macgregor takes first Jaissez-faire. The whole Corn Law 
series of speeches dealt with its problems without any mention 
of principles, and rested frankly on social expediency, whereas 
the debates on the Factory Acts raged around general principles 
to a far greater extent than Free Trade had done. The first 
special principle enunciated was that “ Expenditure depends on 
policy,” and the quotations urging that reduction of expenditure 
is a policy or principle in itself, without weighing the value of 
objectives, make a bold showing, until the advancing twentieth 
century thoroughly smothered it. Professor Macgregor well 
illustrates the difficulty of both total and marginal judgments on 
the absolute value of a particular expenditure and its comparison 
with other lines of outlay. He traces the difference of method 
or precision of measurement in the three economies: business, 
private and public. Retrenchment as an aim of policy was last 
truly found in Harcourt’s speech in 1903, when the sovereign 
remedies of retrenchment and reform were a fading echo, and 
Finance came to depend openly on policy and not policy on finance. 

It was only when policy was given free reign that the full 
possibilities of extending finance became apparent. The doctrine 
of taxation as “‘ fructifying ” by returning more in wealth, through 
wise government expenditure, than it takes from the taxpayer, has 
also played Box and Cox with the rival claim to relieve taxation 
and let money “fructify in the pockets of the people.” Again, 
as our author says, “‘ the sinking fund has always lived in a dilem- 
ma,” and the general persuasiveness of the “ transfer’’ argument 
that taxation has little economic effect if it moves purchasing 
power around among the inhabitants, has varied with the attitude 
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of mind concerning the fund-holder and his social virtues. Prof. 
Macgregor concludes the discussion : “the fundholder stands for 
a bad memory, a doubtful asset, and a heavy tax liability. If to 
all this is added that he is on the richer side of the nation, his 
claims seem to represent, for short periods, a doubtful fructifi- 
cation of money.” An interesting survey brings out the point 
played by the trade cycle in short period policy connected with 
redemption of debt and the development of ideas away from 
the necessity of balancing the budget yearly. ‘‘ A Chancellor 
who now announces a financial plan may be assumed to be about 
to propose an unbalanced budget.’ The idea of a low income 
tax providing a “reserve ’’ of resources, and the modern notion 
of ‘taxable capacity,” are also passed in review. Professor 
Macgregor’s review stimulates us, but it certainly does not make 
him or us bigoted about the future. Fortunately for him, Bri- 
tish Chancellors so far have not had to take a hand in the dis- 
cussion of special taxation to be used for Government spending 
purely to obviate depression through excessive saving, and there 
is certainly some history in front of us that will not be a mere 
repetition of history behind. 


London. 


STAMP 


The Economic Basis of Class Conflict. By LionEL RoBBINs. 
(London: Macmillan. 1939. Pp. xiv + 276. 6s.) 


Tus book is a collection of papers in which Professor Robbins 
restates his faith in economic liberalism. It is an argument, 
attached to a critique of modern schemes, against “ all forms of 
group organisation involving powers of exclusion and restriction.” 
He does not pretend to decide between a unified collectivism and 
private enterprise within a suitable framework of law. But he 
thinks that collectivism is a blanket word which is now being used 
to defend various forms of what are only group interests, which 
are incompatible with the general interest. His critique is one 
on which he hopes that liberals and socialists, if they properly 
understand him, might agree. 

He has in these recent years, more consistently than any other 
academic economist, maintained a faith that was once more 
popular than it is now. Those who are still of that faith will 
appreciate the vigour and clearness of its restatement in relation 
to modern lapses; those who have hedged on these lapses when 
“ deluged by the clichés of propaganda and second-rate thinking ” 
will feel some regrets for the way judgments were rushed by the 





















492 THE ECONOMIC JOURNAL [SEPT. 


excuse of emergency; and there are those who will be angered, 
both by what Professor Robbins says and the way he sometimes 
says it, on finding that he can be as impolite to what he thinks 
passes for planning as they themselves can be to what they think 
passes for private enterprise. 

His general name for group interests is syndicalism, and the 
greater part of his book attacks this in its three manifestations 
of Protection, Restrictionism, and Monopoly. He believes that 
there is no inevitable tendency to monopoly, which is mainly a 
result of artificial conditions. In other words, the favourite 
theme of Marshall that normal competition has monopolistic 
elements should also be read to mean that normal regularities of 
trade custom retain a competitive check. In the first essay, 
Professor Robbins argues that the biasing of the market in favour 
of various forms of monopolistic advantage may be more signifi- 
cant, and more dangerous to the common good, than what are 
supposed to be the oppositions of class interests. In the essays 
on Restrictionism and the Planning of Agriculture, which go 
together, he again appeals to the market as likely to give a better, 
because more gradual, solution of over-investment than is given 
by immediate restrictions of output. If I interpret him correctly, 
I agree that restrictionists can never know the whole of what they 
are doing, and that their weakness is in their imperfect under- 
standing of the social importance of elasticity of demand; they 
are obsessed by the idea of less than unit elasticity, not distin- 
guishing between what may be true of particular uses of a com- 
modity, and the generality of its uses. The argument on modern 
Protection is familiar, except for the point that he restates its 
relation to Monopoly; either may be the parent of the other, 
since the reaction of a monopolistic policy in one industry may 
cause elsewhere the fall of purchasing power and prices which 
leads to more demands for Protection. 

There are three short papers on public expenditure, especially 
with regard to conditions of depression. He does not agree that 
annual budgeting is a mere convention; the income account 
should balance, and the year is its natural period. Normal loan 
expenditure may be spaced, if the administrative conditions allow. 
(Is it not unfortunate that Bowley’s retrospective evidence on this 
point was not supplemented at the time by the evidence of city 
engineers ?) As regards extraordinary anti-depression expendi- 
ture, Professor Robbins holds that its impact should be where 
unused capacity is greatest, and that this means the investment- 
goods industries; the multiplier will be all the same. But the 
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problems of these remedial methods lead him to conclude that 
there is more virtue in certain preventives. The continuance of 
cheap money is, after a point, a fallacy; it comes to encourage 
bad investment. On this point, I think that recent views that the 
rate of interest does not matter to producers or merchants who are 
considering expansion may involve an error of statement; be- 
cause, if low rates put up the values of capital goods and lead to 
demands for materials at rising prices, producers do not then feel 
that the cost of loans matters in face of their prices; but yet it is 
the low rate which, by one influence, has made even a rising rate 
insignificant as a cost. Professor Robbins still attaches impor- 
tance to this monetary check. His other proposal is that certain 
public relief funds should be accumulated and hoarded in good 
times, to be paid out in depressions. He invites discussion of this 
idea, which he does not develop. I suggest that the limited 
disposability of such funds, payable only for relief, would invite a 
larger proposal so budget for surpluses and impound them. 

Professor Robbins writes so as to ask for trouble, and he will 
always get it, but his courageous pen is one of our assets. 

D. H. MacGrecor 
All Souls’ College, 
Oxford. 


Monetary Equilibrium. By GuNnNaR Myrpav. (London: 
William Hodge. 1939. Pp. vi+ 214. 12s. 6d.) 


AFTER the confluence of the “‘ Cambridge ”’ and the “‘ Swedish ”’ 
traditions of monetary theory, it is interesting to look back and 
see how the two streams were flowing while they were still divided 
by contours of language. Professor Myrdal’s Monetary Equili- 
brium was published in Swedish in 1931, soon after the appearance 
of Mr. Keynes’ T'reatise on Money. The present translation 
provides English readers with a welcome opportunity to compare 
notes with their Swedish colleagues, and to pay tribute to the 
health and vigour of the Swedish tradition. Professor Myrdal 
remarks upon “ the attractive Anglo-Saxon kind of unnecessary 
originality ’’ of Mr. Keynes and Mr. Robertson, who discovered 
for themselves many ideas already worked out by Wicksell, and 
this book provides much evidence of the advantages which the 
Swedish economists enjoyed in the freedom that Wicksell won for 
them from the tyranny of Say’s Law and the Quantity Theory of 
Money. They enjoyed another advantage. Professor Pigou has 
suggested that among Marshall’s pupils reverence for the master 
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checked enterprise and initiative. But Wicksell succeeded in 
raising a generation of pupils who regarded criticism of the master 
as their first duty. Professor Myrdal makes no apology for point- 
ing out errors, confusions and ambiguities in Wicksell’s theory 
in the course of his endeavour to expand it from within and 
develop from it a consistent and useful system of analysis. 

He shows, first of all, that to make sense of Wicksell’s “‘ natural 
rate of interest” it is necessary to interpret it as the expected 
rate of profit (the “ marginal efficiency of capital ’’ of Mr. Keynes’ 
General Theory), and he shows how the inducement to invest can be 
treated in terms of a difference between the price and the cost of 
capital goods. He then introduces what he regards as his own 
most important original contribution to the debate—the dis- 
tinction between saving and investment ex ante and ex post. This 
is essentially a device to explain the fact that the rate of saving 
and the rate of investment for the community as a whole are 
necessarily equal, while decisions of individuals to save and to 
invest are not bound together, and produce opposite consequences, 
In this respect it is clearly superior to the device evolved by Mr. 
Keynes for the same purpose—the peculiar definition of savings in 
the 7'reatise. But in itself it is by no means ideal. Professor 
Myrdal shows how a decline in the rate uf investment reduces 
incomes, increases dole payments and alters distribution, in 
such a way as to cause savings ex post to decline to an equal 
extent; and how an increase in savings ex ante, due to increased 
thriftiness, reduces incomes so that saving ex post fails to increase, 
while it reduces the incentive to invest and so leads in the end to an 
actual decline in the rate of saving ex post. Now, a difference 
between saving ex ante and ex post only occurs when there is an 
unforeseen change in the incomes of individuals. As soon as the 
system has settled down to a new level of activity the difference 
disappears. An excess of savings ex ante over savings ex post is 
thus nothing but a symptom of declining activity, and it befogs 
rather than illuminates the discussion of the causes of the decline. 

The whole ex ante method is bound up with the conception of 
“‘ monetary equilibrium,” which is defined as a position in which 
saving and investment, ex ante, are equal. Professor Myrdal 
shows that ‘‘ monetary equilibrium ” can be attained at any level 
of activity, and certainly prevails at the bottom of a slump. His 
own argument therefore shows it to be a matter of secondary 
importance. Just as Wicksell deposed the Quantity Theory, 
while believing himself to adhere to it, so Professor Myrdal 
deposed the conception of ‘‘ monetary equilibrium ”’ in the course - 
















we vVves 


al 











1939] MARGET : THE THEORY OF PRICES 495 


of expounding it. The successive skins of the serpent are sloughed 
one by one. 

Professor Myrdal solved several other questions with which 
the attractive Anglo-Saxons were still wrestling sometime after 
his book was first published. For instance, he resolved the contro- 
versy between Wicksell and Davidson as to how equilibrium 
can be maintained in face of an increase in productivity, by showing 
that a constant rate of investment (and a given position of “‘ mone- 
tary equilibrium ’’) is compatible equally with constant money 
wages combined with a fall in prices proportionate to the increase 
in productivity, and with constant prices combined with a pro- 
portionate rise in wage rates. And he showed how a rise in bank 
rate preserves the exchanges by creating slump conditions in the 
home country and so reducing the demand for imports. 

His treatment of unemployment is less satisfactory. He regards 
a certain amount of unemployment as necessary and desirable 
in order to prevent the continuous rise of money wages and prices 
which comes about when the “‘ monopoly position ”’ of the workers 
is too strong. But this is not at all the same thing as to say that a 
rise in money wages directly causes unemployment, and he appears 
to hold both that a rise in money wages which is not expected to be 
reversed will not reduce employment and that a fall in money 
wages will increase it. 

There are vestigial traces of the fallacy that investable 
funds are provided by the “ creation of purchasing power ”’ by 
the banks, and of the curious view of Wicksell’s “‘ Austrian ” 
disciples that a change in the rate of investment entails a change in 
the “time structure of production,” but these notions do not 
vitiate the main argument, which in no way depends upon them. 

The translation, apart from a few hazy passages, is fluent and 
clear. Mr. R. B. Bryce and Mr. N. Stolper are much to be con- 


gratulated upon the undertaking. 
Joan ROBINSON 


Cambridge. 


The Theory of Prices. An Examination of the Central Problems of 
Monetary Theory. Volume I. By ArtHurR W. MarceET. 
(New York: Prentice Hall; London: P. 8. King. 1938. 
Pp. xxv + 624. 18s.) 

TuHIs is a most unusual book. If one could speak of fashions 
in economic tracts, as in dress or furniture, one would be inclined 
to say that it was mid-Victorian. In its copiousness, wealth of 
detail, leisurely repetitiousness, elaborate style, pompous exacti- 
tude, and, last but not least, its exhaustive scholarship, it reminds 
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one of the bourgeois solidity and spaciousness of that bygone age. 
The future dogmen-historian, if he be a man with a feeling for 
Zeitgeist, will be surprised on discovering that the whole of its 
600 pages are devoted to a rebuttal of certain statements made 
by Mr. Keynes in 1930 ! 

The purpose of Professor Marget’s treatise is to defend the 
old-fashioned quantity equations (of the MV = PT type) against 
the criticisms of Mr. Keynes in Volume I of the T'reatise on Money ; 
to show that the ‘‘ dynamic equations ” of the Treatise do not 
really “‘ supersede ’’ the older equations and do not prove any- 
thing which could not have been shown without them; and 
finally, that the traditional equations retain their “ usefulness ” 
even after all the complications and adjustments of recent mone- 
tary theory are allowed for. The fact that throughout consider- 
able sections of the book Professor Marget batters against posi- 
tions which Mr. Keynes himself has long since abandoned (the 
book deals exclusively with certain critical sections of the T'reatise, 
and not with the General Theory; on the latter we are promised 
a second volume), lends an air of unimportance to much of the 
author’s disquisition, and robs the book of some of the interest 
it might have possessed without its polemical form. 

Professor Marget’s main contentions are that Mr. Keynes in 
the Treatise was guilty of a confusion between quantity equations 
and the quantity theory, and that he was wrong in regarding the 
quantity equations as “statical”’ in character. The quantity 
equations, by themselves, do not carry any such implication as 
that “ if the quantity of money were to double prices will double,” 
this would only be true if in addition, M, V and 7' were assumed 
to be independent variables. Similarly, he argues, one cannot 
regard the equations as “ statical ”’ in character, for if the vari- 
ables are properly interpreted, they will hold under any conceiv- 
able situation, and not merely in equilibrium situations. To 
the charge that the equations thus interpreted are mere “ identi- 
ties’ or “‘ truisms,”’ he replies that though they are identities, 
they are not thereby rendered useless. They “ represent a sum- 
mary of the slow growth, over a period of centuries, of our know- 
ledge with respect to the forces determining prices ”’ (p. 90). 

With the formal position thus adopted it is not easy to quarrel. 
It is obviously possible to give an interpretation to the expression 
MV = PT which is proof against any conceivable objection or 
exception. But most readers will continue to associate the 
quantity equations with the quantity theory, and thus be guilty 
of the same confusion as Mr. Keynes. Under the assumptions 
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of the quantity theory, where the volume of goods sold per unit 
of time, the quantity of money, and the real value of cash balances, 
are determined by forces mutually independent of one another, 
the equation MV = PT does exhibit the forces determining the 
price-level in an illuminating manner. In the absence of those 
assumptions it is difficult to see what purpose it serves. Pro- 
fessor Marget’s own justification is a very meagre one; he does 
not claim that the expression exhibits the operation of the price 
determining forces, merely that all such forces could be accommo- 
dated under one or other of its variables : ‘‘ Each of the variables 
in these equations is merely a chapter-heading—a rubric for de- 
tailed analysis designed to explain why the variable in question 
will be of a different magnitude under different circumstances, 
and to indicate the circumstances under which, and the sequence 
in which, changes in the magnitude of one variable may be 
expected to be associated with changes in other variables.” 
“The symbols are . . . merely the ‘ bare bones’ of a body of 
analysis which is related to the symbols as flesh and clothing are 
related to the skeleton which gives them form and articulation. 
... The usefulness of the algebraic skeleton . . . follows im- 
mediately from the fact that, in every instance, the particular 
price-making force can be shown to be reflected in one or more terms 
of the algebraic skeleton itself ’’ (pp. 81-82; italics mine). But 
why MV = PT? Why not A= 8B? Surely any expression 
which is so defined that all conceivable factors are included in it, 
must be capable of the same trick, and hence, by this test, must 
be equally useful. 

In fact, continued use of the MV = PT type of equation (or 
of the n = pk type), even when it is shorn of its wings, as in 
Professor Marget’s interpretation, is positively harmful rather 
than helpful. It engenders habits of mind which make one 
oblivious to some of the most fundamental modi operandi of 
economic forces. For people who are used to thinking in terms 
of these quantity equations it is extraordinarily difficult to bear 
in mind such propositions as that a change in the quantity of 
money has (normally) no direct, but only an indirect, effect on the 
flow of money payments (the effect depending on a consequential 
change in the rate of interest and on the effect of this change on 
the scale of investments), or that the effect of a change in the flow 
of money payments is predominantly on the volume of goods 
sold, and not on prices, or that the level of prices is determined 
by the scale of money remunerations of the factors of production, 
and not by the flow of money payments. All these things are 
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concealed, not exhibited, by the quantity equations. ‘That 
Professor Marget himself is not entirely free from these habits of 
mind is shown by his choice of “‘ The Theory of Prices ”’ as a title. 
In the second part of the book, “‘ Behind the Quantity Equa- 
tions,” Professor Marget deals with a number of problems and 
some sections—in particular those on the “ Income Approach ” 
and the “ Cash Balance Approach ’—contain masterly researches 
in the development of monetary theory. But the variables of 
the quantity equations, M, V and 7 merely play the role of chapter- 
headings; and nothing in Professor Marget’s treatment could 
convince me that they are convenient chapter-headings. 
NicHoLas KaLpor 
London School of Economics. 


Capital Consumption and Adjustment. By SoLOMON FABRICANtT. 
(New York: National Bureau of Economic Research; 
London: Macmillan. 1938. Pp. xx + 271. 12s.) 


Tuts study is a part of the comprehensively planned investiga- 
tion of national income and capital formation undertaken by 
the National Bureau of Economic Research. But while perhaps 
more specialised in character than Dr. Kuznet’s well-known 
volumes, it deserves no less the close attention of all those 
interested in the general field. In fact, the main justification for 
the treatment of the special problem in a separate study is that 
it is at the same time one of the most difficult and, up to the 
present, one of the least studied aspects of the wider subject. 

The subject of the book might be described as the negative 
aspect of capital formation in the gross sense of the term. Capital 
consumption is defined as “the current value of durable goods 
used up in production,” while the complementary concept of 
capital adjustment is intended to cover ‘“ value changes arising 
from movements of price levels, changes in discount rates, 
extraordinary obsolescence, and catastrophic destruction.” The 
distinction between the two concepts thus corresponds to the 
distinction between changes on income account and changes on 
capital account made in ordinary business usage. 

While the author is by no means satisfied with the ordinary 
accounting measures of capital consumption and adjustment, and 
after a survey of the results of accounting practices proceeds 
to reconsider the problem from a more general economic point of 
view, the main criticism to be raised against the book is that 
the author does not free himself sufficiently from the accounting 
view of the subject and in the end achieves little more than a 
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somewhat uncertain compromise between the accounting and the 
economic aspects of the problem. What is mainly missing is a 
systematic examination of the theoretical issues involved. The 
author is on the whole satisfied to accept Professor Pigou’s views 
on the problem which, for reasons which the present writer has 
tried to explain elsewhere, can scarcely be regarded as satisfactory. 

But perhaps we ought to be grateful that the author has 
refused to be held up by the conceptual difficulties. These 
are so considerable, and the further difficulties of translating 
any theoretically satisfactory concepts into concrete terms so 
much more so, that we should probably have had to wait a 
considerably longer time before the statistical results of the 
investigation could have become available. And although the 
significance of many of the aggregates in which the results are 
summed up may be doubtful, there is a wealth of instructive detail 
which we must welcome. From the description of the character 
of business accounts, the various treatments of depreciation and 
depletion charges, of maintenance and repairs and the provisions 
for accident and loss, to the statistical treatment of the magnitude 
of these various items, not only in industry in the narrower 
sense, but also in so far as agriculture and consumers’ and govern- 
ment capital is concerned, the volume is full of information 
which throws light on important problems. It is impossible within 
the compass of a short review even so much as to enumerate the 
main points on which new data are provided. Merely as an illus- 
tration of the kind of detailed information one finds throughout 
the book may be mentioned the interesting Table 33, which gives 
the “ Value of output of business capital goods in 1929 distributed 
by length of expected useful life.” Although inevitably to some 
extent based on estimates, it is the most comprehensive informa- 
tion on the quantitative importance of goods of various dura- 
bilities which has come to the reviewer’s knowledge. 

In so far as the statistical technique and the method of 
presentation are concerned, the book fully conforms to the high 
standards which we have learnt to expect from publications of 
the National Bureau. Sources used and methods applied are 
fully described, wherever necessary in separate appendices. 
The exposition is compressed, but not unduly so, and only very 
careful study reveals the enormous amount of labour that has 
gone to produce this comparatively slender volume. The author 
deserves to be congratulated on his successful pioneer work in 


an unusually difficult field. 
F. A. v. Hayek 
London School of Economics. 
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Macro-dynamic Aspects of the Equation of Exchange. By Ertine 
PETERSEN. (Oslo: Jacob Dybwad. 1938. Pp. 116. Kr, 
7.50.) 

THE main object of this rather strange book is to restate 
the Fisher equation of exchange in such a way that its various 
component parts may have clear and significant meanings, 
Whatever we may think of the Fisher equation, there can be no 
question that it does offer one possible line of approach to 
monetary problems, and a line that deserves to be properly 
co-ordinated with others; so that Mr. Petersen’s inquiry was in 
itself well worth undertaking. Nevertheless, the final result of 
his labours is rather horrifying. As expressed in his “ Double 
Equation of the Industrial Circulation ” (equation 114, p. 95), it 
contains fifteen variables against Fisher’s four, and some of these 
fifteen are themselves abbreviations for more complex expres- 
sions. It has grown from a single equation into a “ Double 
Equation,” since Fisher’s P7' is broken up, not only into a 
stream of goods and services, changing hands so many times, 
but also into the stream of incomes arising from the production 
of these goods and services, and spent upon them. In this way 
Mr. Petersen finds himself obliged to treat of some of the mysteries 
of Saving and Investment, which—I suppose—are responsible 
for the “‘ macro-dynamic ” in the title. The substance of what 
he says is probably correct, though one cannot be sure in view 
of a palpable slip in the definition of the crucial term s, (compare 
pp. 38 and 100). Further, the “dynamism” of the equation 
requires to be more carefully explained. 

Fundamentally, this is a creditable piece of work; but the 
method of exposition adopted by the author is such that it will, 
I fear, have few readers. Some proliferation of symbols was 
necessary to the subject, but such necessity may reasonably be 
thought to impose a duty of severe economy in other respects. 
Unfortunately this does not seem to have occurred to Mr. Peter- 
sen, who is unable to remark that the rate of replacement may 
be expected to have some influence upon the price-level without 
insisting that 

1+¢€Ps S$ 0 


Our gratitude to him for publishing in English is diminished by 
the extent to which he writes in a private language of his 


own. 
J. R. Hicks 


Manchester. 
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Contemporary Monetary Theory. By R. J. Sautnrer. (New 
York : Columbia University Press; London: P. 8. King. 
1938. Pp. 420. 16s.) 


Tuts book consists of four essays, each of about one hundred 
pages, devoted respectively to Mr. R. G. Hawtrey, Professor 
D. H. Robertson, Professor F. A. von Hayek, and Mr. J. M. 
Keynes. Its purpose is to summarise and to examine critically 
their work on monetary theory and business-cycle theory. 
Believing these two aspects of economic theory to be inseparable, 
the author has been willing to discuss any problem to which 
monetary theory is relevant, even though it arises more directly 
from the business cycle. All four essays are constructed on the 
same general plan. Each first explains at considerable length 
the concepts, terminology and analytical procedure of the author 
concerned ; it then describes his theory of price-movements, his 
explanation of the business-cycle, and finally his programme for 
control and stabilisation. 

The book impresses the reviewer as being the result of a 
thorough and, in the cases especially of Hawtrey and Robertson, 
fairly exhaustive reading of the relevant work of the writers 
discussed. It is conspicuously fair-minded, and a great deal of 
labour has evidently been expended on detailed comparison, both 
of the various writings of any one author, and of the views of 
different authors. The discussion of Professor Hayek’s views is 
based mainly on his Prices and Production, and no mention is 
made of his more recent formulation, first published in the 
Danish journal Nationalékinomisk Tidskrift and later, under the 
title ‘ Prévisions de Prix, Perturbations monétaires, et Faux 
Investissements,” in the Revue des Sciences Economiques (Liége), 
October 1935. No adequate appreciation of Professor Hayek’s 
achievement is possible without taking this article into account. 

It is, however, to Mr. Keynes that least justice is done. As 
in the other essays, there is a painstaking discussion of individual 
terms, concepts and elements of the theory; but while in the 
essays on Mr. Hawtrey and Professor Robertson the author has 
perceived and pointed out the essential and distinguishing 
characteristics of the theory he is discussing, he has apparently 
failed to see, behind the wealth of special analyses and new 
interpretations of economic reality with which Mr. Keynes has 
packed the General Theory, the single, central and unifying idea 
which underlies it : namely, the fact that we have to decide upon 
our actions in the face of an almost complete ignorance of the 
future, and that these decisions are therefore controlled by the 
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“utter doubt, precariousness, hope and fear” to which this 
ignorance gives play. 

In discussing the Multiplier theorem, the author introduces a 
criticism which may be valid if directed against the formulation 
of that theorem in the General Theory, but does not, in the present 
reviewer's opinion, undermine its substance. However that may 
be, the author falls into error in expressing this criticism with 
the help of symbols, through his treating the symbol 4 as 
though it consisted of independently variable quantities, instead 
of representing a functional relationship. 

The book contains a number of interesting criticisms which 


there is not space to mention. 
G. L. S. SHACKLE 


St. Andrews. 


The World Crisis. By THe GRADUATE INSTITUTE OF INTER- 
NATIONAL STUDIES, GENEVA. (London: Longmans. 1938. 
Pp. xii + 385. 10s. 6d.) 


The World Crisis is an attempt by a group of associated 
workers to analyse the disintegration of the system of Liberalism, 
which the founders of the League had hoped to make secure for 
all time. It is difficult to render justice to a collection of essays 
of thirteen experts, each of them a master of his chosen subject. 
Historians, politicians, lawyers and economists will find rich food 
for thought in this symposium which deals from nearly every 
angle with the passing of an age and the advent of something 
new—not necessarily something better. 

In Part I—political and historical problems—includes contri- 
butions by Paul Mantoux (Lost Opportunities of the League of 
Nations), William C. Rappard (What is the League of Nations °), 
Maurice Bourguin (The Crisis of Democracy), Guiglelmo Ferrero 
(Forms of War and International Anarchy) and Pitman B. Potter 
(The Present Crisis in International Organisation). In Part II, 
Hans Kelsen (The Separation of the Covenant of the League of 
Nations from the Peace Treaties), Hans Wehberg (Civil War and 
International Law), Paul Guggenheim (Legal and Political 
Conflicts in the League of Nations), Georges Kaeckenbeeck (The 
Arbitral Tribunal of Upper Silesia), discuss the legal problems. 
In Part I1I—economic problems—L. von Mises deals with ‘ The 
Disintegration of the International Division of Labour,” Wilhelm 
Roepke with “ International Economics in a Changing World,” 
John B. Whitton with “ Peaceful Change and Raw Materials,” 
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and Michael A. Heilperin with ‘‘ Monetary Internationalism and 
Its Crisis.” 

Whilst in form and contents the individual essays differ greatly 
from another—they vary from a few profound remarks by Ferrero 
on the changed nature of war to a systematic treatise on monetary 
internationalism by Heilperin—they nevertheless achieve a unity 
in that they collectively form a dirge for Liberalism. Von Mises 
contributes a masterly analysis of the evils of modern Protection- 
ism, and the sprightliness of Roepke’s attacks on what might be 
called self-complacent collectivist economic obscurantism is very 
refreshing. But the praise of a healthy body is no cure for a 
cripple, and one cannot revive the liberal economic system by the 
most devastating criticism of its successors. For the root of the 
evil goes much deeper than economics. The world is split into 
nations on the one hand which believe in wealth and welfare as 
final objectives of human activities, and nations on the other hand 
which believe in war, not merely as a method but as an aim: 
economics is degraded to a mere instrument of policy and the 
standards of value evolved by economists are no longer applied. 

A curious dichotomy of thought has dominated the last 
twenty years. In the legal and political spheres an effort was 
made to reduce the sovereignty of “ individual nations”: it was 
not abolished by the covenant, but independent governments 
engaged in promoting identical policies were aiming at “ collective 
security.”” In the economic sphere an opposite policy prevailed. 
Whilst the sovereignty of individual states was to be diluted 
in politics, it was inflated and stressed in economics. The 
individualist doctrines of the state were replaced by more 
collectivist conceptions, the prevalence of which prevented any 
real weakening of sovereignty. The antithesis between mainly 
individualist liberal political principles and more or less collectivist 
economic policies was bound to bring about the world crisis so 
well described by this Geneva group. Some of them have 
attempted to show possible remedies—Professor Whitton 
especially has done so by drafting the skeleton of a code of fair 
practice. The universal acceptance of a code of international hos- 
pitality would facilitate constructive co-ordination and co-opera- 
tion in world economics; unfortunately it is not likely to be 
universally accepted. Whilst the concept of society as a collective 
biological unit is gaining ground, inter-unit relations are bound to 
suffer. No doubt the schism between so-called have and have- 
not States could be greatly mitigated by resuming and intensifying 


these relations, without any large-scale removal of frontiers. 
No. 195.—voL. xLix. MM 
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As this is not likely to happen, the one chance of peaceful change 
lies in a neutralisation of frontiers by peaceful commercial 
federation instead of aggressive political incorporation. But the 
road from preferential agreements to regional customs unions, and 


finally federations, is long and steep. 
M. J. Bonn 


London School of Economics. 


The Defeat of Poverty. By Hartiry Witners. (London: 
Cape. 1939. Pp. 287. 7s. 6d.) 

The Paralysis of Trade. By Percy G. Doraup. (London: 
Allen & Unwin. 1939. Pp. 254. 7s. 6d.) 

Any volume from the pen of Mr. Hartley Withers makes 
pleasant and stimulating reading, and, as such, is to be welcomed. 
Even economists who pursue an extremely rigorous method of 
analysis do well to refresh themselves at this pellucid source, 
The present volume is concerned with the problem of increasing 
consumption as related to the problem of poverty, but without 
allegiance to nostrums towards which the author displays a 
robust scepticism. The problem of consumption is bound up 
with the functioning of the entire economy. Increase in effective 
consumers’ demand means increased production, and production 
increases ‘‘ whenever man’s quarrelling instinct allows it to do 
so.” This natural expansion of demand may be held up by 
interferences and by lack of confidence, but this does not imply 
the absence of governmental action as a condition of progress. 
The important thing is that devices which aim at increasing the 
effective demands of consumers should not be frustrated on the 
side of production. There must be an adaptability of the 
mechanism of production to suit the growth and changing 
character of consumers’ demands. Easy solutions of the problem 
of stimulating these demands are rejected cursorily. Creating 
new money for consumers ‘“‘ would have much to recommend it 
if it could be carried out with the necessary skill and caution,” 
but that essential condition is likely to be lacking. Wage-lifting 
devices combined with shorter working weeks, regarded as a 
causal influence in creating prosperity instead of as a result of 
prosperity, “‘ might have disastrous results,” because of the direct 
effect on production costs unless the process were pursued 
gradually. In a competitive world, and in the absence of a 
closed economic system, there can be no “ free hand with regard 
to wages.”’ On the other hand, gradual extensions of the social 
services have provided a partial solution of the problem. 




















1939] WITHERS : THE DEFEAT OF POVERTY 505 


Mr. Withers proceeds to a rapid survey of the periods in 
which progress has been most rapid, together with a discussion 
of the conditions which have checked the progress of prosperity. 
He covers in particular a general review of war and post-war 
monetary and financial disturbances. He deplores the fashionable 
emphasis on the trade cycle, with its falsely assumed regularity 
and inevitableness, and suggests that it is sufficient to recognise 
the existence of trade fluctuations. Mr. Withers scores some 
pretty hits. He is mainly concerned, however, with the effects 
on trade when the idea of a non-existent cycle passes from the 
academic study to the thought and vocabulary of the market- 
place. Slump-consciousness may be a creator of slumps. In- 
vestors and traders who are obsessed with the idea of a trade 
recession in the not-distant future may act in a manner which 
generates the recession. If there is substance in Mr. Withers’ 
contention, it might be necessary to revise Pascal’s dictum, “ I 
know I shall die, but I don’t believe it,” to suit the recurring 
“ jitters’ of the stock markets. Mr. Withers, perhaps, carries 
the point too far. The danger which he foresees can occur even 
if there are no regular trade cycles. It can occur as a result of 
those irregular ups-and-downs which he recognises himself. It 
may well be doubted whether the movements in the stock 
markets in recent years would have been very different if 
economists had been less preoccupied with the regularity of the 
cycle. Nevertheless there are economists whose language has 
not always been well chosen, and who, in consequence, have 
permitted the cycle to act by itself. And statisticians have been 
encouraged to indulge in prophecy on the assumption that 
history must repeat itself according to schedule. Moreover, the 
business forecaster leans towards pessimism. It is his main 
business to foresee trouble. Mr. Withers, however, is not anxious 
to score debating points, and he is on surer ground when he 
points out that the examination of statistical records is largely 
vitiated by the development of three comparatively new in- 
fluences : (2) the growth of investment for appreciation, as distinct 
from income, which encourages new forms of speculation; (b) 
the growth of a speculative interest on the part of ignorant 
sections of the community both in the stock markets and in the 
commodity markets; and (c) the growth of the belief that ‘“‘ the 
stock markets are a trustworthy barometer of the future course 
of industry.”’ 

Mr. Donald’s volume is the work of a business man who has 
little respect for theorists, but it is a strange muddle which he 
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produces. It is of minor importance that on page 87 we need, 
inter alia, a return to pre-war freedom of trade, on page 88 we 
need a policy to control the products of cheap foreign labour and 
of dumping, and on page 197 we need a return to the Navigation 
Acts. Non-sequiturs, inaccuracies, exclamations, quotations, 
queries, and irrelevancies are huddled together in an attempt to 
find a cure for our fundamental difficulties. The solution 
advanced is to have two currencies, one for internal use and the 
other for external trade. The first should be kept stable on a 
price-index basis; the value of the second should be kept fixed 
by agreement. Foreign currencies acquired as a result of export 
sales would be available for the purchase of foreign goods, and 
imports and exports would always be equilibrated. Speculation 
in foreign currencies would be abolished, gold flows eliminated, 
and even the illicit drug traffic would be “largely closed.” 
There is an arguable case for the kind of monetary system which 
the author has in mind, but it would be difficult to find a better 
example of an argument which was so mutilated and ruined by 
its presentation. If the argument had been clearly formulated, 
the author might have made some fruitful reference to the work- 


ing of some recent clearing agreements. 
D. T. Jack 


King’s College, 
Newcasile-on-T yne. 


Central Banking. By M. H. pg Kock. (London: P. S. King. 
1939. Pp. xiv + 354. 15s.) 

To this book, written by the Deputy Governor of the South 
African Reserve Bank, the Governor of that Bank has written a 
Foreword, in which he holds out the expectation that this book 
will ‘‘ strengthen the hands of the group of economists who have 
been trying to point out the existence of insuperable difficulties 
in the way of complete control of credit by a central bank or any 
other authority.”” Let me say at once that it soon becomes 
obvious that the book will only reveal difficulties to the crudest 
of monetary reformers. Anyone familiar with the papers of the 
Macmillan Committee (or the ideas contained therein) will find 
nothing startling. 

Most of the book is occupied in surveying the work of a central 
bank along the usual lines—as bank of issue, government banker, 
bankers’ bank, custodian of the gold reserve, lender of last resort, 
its discount policy, open-market operations, and so forth. The 
student will find here—perhaps more shortly than elsewhere— 
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a glance at the words of many eminent authorities on these 
matters. But if we are to have books about central banks— 
indeed if we are to have central banks—it is highly necessary that 
fundamental principles should be clear. First, a central bank must, 
for example, act as a lender of last resort—and it is important to 
mention the fact that this is the surest foundation of that stability 
of commercial banks’ cash ratios which is desirable from the 
point of view of central bank control. Secondly, it is necessary 
to affirm clearly that, no matter what counteracting movements 
are taking place, open-market operations do make the liquidity 
position different from what it would otherwise have been. 
Thirdly, if banking operations are important influences in the 
trade cycle (p. 274) the banking authorities should not shirk their 
responsibilities (p. 269). Lastly, if Mr. de Kock believes that the 
distribution of credit by the commercial banks is more influential 
than any power in the hands of the central bank, why not accept 
the conclusion that the entire banking system should be unified 
under social control? These are issues which I have not found 
frankly faced in Mr. de Kock’s book, as I think they should be in 
a book devoted to central banking. 

In Chapter XV there is a short survey of the constitutions 
of central banks. This is well done, bringing out the post-war 
trends clearly. In a subsequent edition the author might consider 
saying more about the unwritten constitutions—concentration 
on written constitutions has meant virtual exclusion of the Bank 


of England. 
R. 8S. SAYERS 
Pembroke College, 


Oxford. 


Control Policies of the Reichsbank, 1924-1933. By Mitprep B. 
Norturop. (New York: Columbia University Press ; 
London: P. 8S. King. 1938. Pp. 405. 18s.) 


Tus substantial volume appears to have originated as a 
Ph.D. Dissertation; if this is the case it certainly is much above 
the average in quality. 

In Part I Dr. Northrop begins by surveying the background 
of central bank control and gives a useful survey of the 
organisation of the German banking system and money market. 
She then devotes two chapters to an account of the economic 
development of Germany from 1924 to 1933—an account which 
would have benefited if she had had access to the English edition 
of Bresciani-Turroni’s The Economics of Inflation. Part II 
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consists of a detailed study of the various control policies adopted 
by the Reichsbank during the period under review. In this 
connection Chapter X on Credit Restriction Policy is of particular 
interest. 

Dr. Northrop has clearly investigated the German banking 
system at first hand, and her book is a scholarly contribution to 
the study of the practical working of a central bank under very 
abnormal and difficult conditions. She shows that, on the one 
hand, the Reichsbank had relatively weak powers of control over 
the credit system in general, and that there were periods when 
its discount policy was forced to follow rather than to lead rates 
in the money market; on the other hand, the Reichsbank had 
strong ideas as to its duty to the country as a whole, and was 
attempting to carry out a highly ambitious programme of control 
in directions which are normally regarded as outside the purview 
of a central bank. It is arguable that the Reichsbank, under 
the dominating influence of Dr. Schacht, was attempting too 
much, and that it would have been more successful if it had tried 
to do less, and had been more willing to guide than to drive. 

Much of Dr. Northrop’s material is taken from the writings 
of Dr. Schacht and from such sources as the Annual Reports of 
the Reichsbank. Although she notes that many aspects of its 
policy during these years gave rise to intensive criticism in 
Germany, she does not attempt to analyse this criticism in detail 
or to discuss the relative merits of alternative policies. Useful 
as her book is as an account and explanation of the actual con- 
duct of the Reichsbank under Dr. Schacht, it would have gained 


in value if it had been more critical. 
C. W. GuILLEBAUD 


St. John’s College, 
Cambridge. 


Te Réle de Voffre et de la demande et du marginalisme dans la 
théorie économique. (Fasc. I. La Véritable Portée de la 
loi de Voffre et de la demande. Fasc.II. La Véritable Portée 
du marginalisme.) By Firmin Ovuuks. (Paris: Librairie 
du Recueil Sirey. 1938. Pp. 176 + 160. 40 Francs each.) 


AccorRDING to the author’s preface, these two volumes contain 
the first of two groups of studies, and are designed to supply the 
framework of the analysis of the particular problems that will be 
treated in the studies of the second group. Since these are 
“‘ notamment” those of interest, imputation, money and credit, 
the equilibrium of production and consumption, together with a 
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fnal examination of capitalism, socialism, corporatism, etc., 
considered generally, it will be seen that M. Oulés’ design is a vast 
one, and that it is perhaps wrong to pass any final judgments 
until its execution is further advanced. One may, however, 
express some doubt as to whether the present is the right time to 
embark upon a general treatise of this magnitude. Some of the 
subjects to be discussed in the light of the novel reinterpretation 
of traditional ideas which it is claimed that these volumes present 
are obviously to-day in a highly controversial condition, and, 
without being unduly suspicious, can one be certain that a single 
author can write something of value on all of them? Prof. Pirou 
in an appreciative introduction remarks that he is satisfied on 
this point, and one can only hope that he is so rightly. Admittedly 
each of the unnumbered volumes of a roman fleuve can be read on 
the grounds that it is at least a novel, few economists can be 
sufficiently in love with their subject to read a whole traité 
fleuve (if the term may be permitted) if the only claim of each volume 
is that it is, after all, moderately sound economics. 

The two volumes before us do not, it must be confessed, 
raise high hopes. Each is lucid and well arranged, but the further 
merits necessary to justify the multiplication of books are, so far 
as the reviewer can tell, absent. The first, as its title indicates, 
seeks to define the law of supply and demand and to defend it 
against the various faults of which it stands accused. The 
faults in question are taken to be vagueness, imprecision, empti- 
ness, superficiality, confusion, and equivocation. No attempt 
is made to define precisely the purposes for which the law is to be 
used. Consequently the charges are rebutted without much 
difficulty. A final section presents the main thesis of the two 
books: the ability of supply and demand analysis together with 
the idea of the margin to cope with the problems of economics. 

The second volume reinforces the same argument by means of a 
review of marginal theory which consists of two parts. The first 
deals with what marginalism claims to be and is not, and what it is 
but does not think it is, and the second examines the position 
assigned it by the marginalists themselves. The writers selected 
are Menger, Jevons, Walras, Bohm-Bawerk, Wieser, Smart, J. B. 
Clark, Seligman and Marshall, but they are studied mainly from 
translations and summaries and too briefly for the appreciations 
to be of interest. (The section on Marshall is particularly weak. 
and what is the “ petit livre de vulgarisation ‘IU’ Economie Poli- 
tique’”’? that Jevons is said to have published in 1892?) 
Quotations are given to show the writers’ agreement with the 
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author’s own theorem that marginal utility analysis is valuable 
mainly in explaining the psychological aspect of the process 
of price formation. 

Whether M. Oulés’ argument is correct or not must, of course, 
depend on the selection of problems that he wishes to solve. As 
has been remarked, however, these are nowhere precisely defined, 
so that the reader is in the position (depressing after reading 
300 large pages) of not knowing exactly what the author is about. 
But if welfare economics are excluded, perhaps it is valid. It has 
to be noted, though, that in a passage showing the author’s 
approach to trade-cycle theory, he departs from his own preten- 
sions by introducing a vague and unscientific concept of the 
milieu économique. Later volumes will show, presumably, whether 


this is incidental only. 
D. M. Bensusan-Butt 


Poverty and Population. By Ricuarp M. Tirmuss. (London: 
Macmillan. 1938. Pp. 320. 10s. 6d.) 

France Faces Depopulation. By JosEepH J. SPENGLER. (North 
Carolina : Duke University Press. 1938. Pp. 313. $3.00.) 

The Synthetic Optimum of Population. By Imre FERENcz1. 
(Paris: International Institute of Intellectual Co-opera- 
tion. 1938. Pp. 115. 3s. 6d.) 


THESE three studies are evidence of a growing interest in 
population problems in the recent past. One is from an English, 
another from a European continental, and the third from an 
American writer. All are steeped in an empirical tradition which 
runs more strongly through population than through economic 
studies, and all are concerned with practical policies to deal with 
current problems. However, the work of Dr. Ferenczi, and, in 
its concluding chapters, that of Professor Spengler, reveal diffi- 
culties in population problems, similar to those in the general 
body of economics, in adapting conceptual schemes involving a 
high degree of abstraction to the specific problems of the day. 

Mr. Titmuss has written a spirited book which should disturb 
even the most complacent reader. It is concerned with inter- 
regional differences in mortality rates, and emphasises the wastage 
of human life in Great Britain, relating it primarily to regional 
economic conditions. Though the economic interpretation differs 
in other respects, his main thesis is that which the great English 
vital statistician, William Farr, advanced in the last century: 
on the basis of inter-regional differences in mortality rates, cal- 
culations are made of how many lives could have been saved if 
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the rates prevailing in the best areas had applied to all areas. 
Farr was a Government official with none of the complacency of 
those English Government officials who are frequently taken to 
task in the pages of Mr. Titmuss. 

Though Poverty and Population is timely and valuable, it is 
not wholly satisfactory. Its first objective, to compare mortality 
rates by regions at one time, is achieved with fair success. 
Standardised death rates are, however, used too freely and 
uncritically and, in one case at least, rates for recent years are 
standardised with reference to the age distribution of 1901, 
without hint of the dangers of using such an obsolete system of 
weighting recent age specific mortality rates. 

The second objective, quite distinct from the former, is to 
show changes in certain regions over a period of time. For the 
most part, however, Mr. Titmuss merely compares rates in 
1935 with those in 1936. Having regard to fluctuations in the 
incidence of certain diseases, the comparison of two successive 
years accomplishes little of value, and though he apparently 
implies that there has been an actual increase in the mortality 
rates of certain regions, he does not present satisfactory evidence 
of it. Again, in citing the evidence of widespread defects found 
in men of military age in England in 1917-18, he says: ‘ There 
is very little reason to think that there is any considerable 
variance in the incidence of defects in comparing to-day with 
those years.”’ This is mere assertion, and the evidence made 
available since the book was written indicates that it is probably 
an erroneous assertion. He also cites with implied approval a 
report by Dr. McGonigle which cannot stand critical analysis of 
its statistical methods. In the analysis of mortality according 
to diseases, defects of diagnosis and changing diagnoses should 
have been pointed out. In discussing the economic influences of 
mortality in detail, he becomes involved in the inherent diffi- 
culties of distinguishing between the relative effects of a number 
of different results of low income on mortality rates. 

Both Mr. Titmuss and Professor Spengler stress the fall of 
net reproduction rates and the alleged imminence of declining 
populations in the Western world. At times they express them- 
selves too categorically about the size of future populations of 
England and France. At the outset Mr. Titmuss links up his 
subject with laments about the fall of reproduction rates and 
subscribes to the alarmism now prevalent in Great Britain 
regarding population trends. Reduction of mortality rates is a 
cause strong enough to stand on its own merits, and it should 
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not be tied to speculative propositions about changes in the size 
of the future population and still more speculative propositions 
about the economic effects of those changes if and when they 
come. 

France Faces Depopulation is a work of immense learning by 
one of the few students of population who are equipped with a 
knowledge of both economic theory and demography. Professor 
Spengler summarises and analyses in great detail the data on 
natality, natural increase and migration in France over as long 
a period as the available data permit. Vital statisticians will 
wish that he had given a section to discussing the different 
degrees of reliability of the data in different periods, and to 
changes in the adequacy in registration and of census counts. 
Long-range comparisons are apt to involve comparison of data 
compiled with very different degrees of efficiency (he overburdens 
the text of some of his chapters with figures and might have used 
more tables, some of them in appendices). The work raises more 
issues than can be dealt with in a brief review. It should help 
to counteract the unfortunate tendency of European alarmists to 
assume that a substantial reduction in population is necessarily 
undesirable. Professor Spengler seems, however, to lay undue 
stress on the dangers of exhaustion of mineral deposits. While 
he has made one of the best attempts in recent literature to 
appraise the population situation of a country in economic terms, 
the reviewer feels that the evidence and the analysis are hardly 
adequate to establish definite conclusions on the desirability or 
undesirability of an increase or a decrease in the population of 
France. 

Dr. Ferenczi, out of the abundance of his learning, has written 
a useful report for the International Studies Conference. It 
surveys the various works dealing with the optimum concept, 
tracing the development of the concept and summarising the 
main similarities and differences of the writers on the subject. 
Dr. Ferenczi’s most important contribution appears to consist in 
the demonstration of the defects of limited and narrow inter- 
pretations of the optimum as guides to policy, and the necessity 
of taking into account sociological and biological factors, and of 
placing the optimum theory in an international setting that will 
embrace the problems arising out of nationality and the presence 
or absence of international organisation. The optimum which 
takes account of this wide range of criteria is designated as a 
synthetic optimum. While there is much interesting material in 
Dr. Ferenczi’s report, it cannot be said to remove the difficulties 




















1939} LANDAU : PRODUCTION AND INCOME 513 


of the empirical investigation of current problems in the light of 


optimum theories. 
E. F. PENROSE 
Geneva. 


Gospodarka Swiatowa, Produkcja i Dochédd w Liczbach. (An 
International Statistical Comparison of Production and 
-Income). By Lupwrk Lanpav’ (Warsaw: Instytut 
Gospodarstwa Spotecznego. 1939. Pp. vii+ 151. 5 zl). 


Tu1s book, published by the Polish Institute of National 
Economy, is an important contribution to the comparison of the 
national income per head in various countries. Investigations 
of this subject have usually been based on available estimates of 
national incomes in the countries concerned which one brought 
into relation with each other by indices of relative price levels. 
The difficulties of this method are obvious. First the notion of 
income underlying the various estimates is by no means uniform 
in all countries (and for many of them such estimates simply do 
not exist); and, second, the relative price indices are by no 
means trustworthy. 

The author of this study approaches the problem by an 
entirely new route, taking as his point of departure the productive 
activity of the various countries. The general method is to 
establish the amounts of particular commodities produced in a 
given period in the countries concerned, and to calculate their 
value with a unique system of prices. The method works well 
in application to agriculture and mining. The author undertook 
an heroic work in collecting data about the output of agriculture 
(for the period 1926-30) and mining (for 1929) all over the 
world! As the standard system of prices, he takes the ‘‘ world 
prices ’’ for the relevant period, determined either on the basis of 
quotations in the important producing countries or from statistics 
of foreign trade. In this way the “ real ’’ values of the produce 
of agriculture and mining in each country were established. 

It is, however, obvious that it is impracticable to make 
estimates of manufactures by this method owing to lack of 
sufficient data. Moreover, what is needed is not the gross, but 
the net output (or value added), since otherwise a duplication of 
many items would be involved, and the result would represent, 
not the national income, but the aggregate turnover. The 
author made use therefore of the estimates of the Economic 


? For agriculture the period 1926-30 was taken in order to smooth out the 
fluctuations in crops. 
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Bureau of the League of Nations, which computed the ratios 
of the aggregate net outputs of manufacturing of various 
countries for the purpose of obtaining weights for an index of 
world manufacturing production. These estimates are not so 
reliable as those obtained by the author for agriculture and 
mining; the influence of the difference in price level in various 
countries seems to be here not sufficiently eliminated, though 
in 1929 (to which year the estimates relate) these differences may 
in many cases have not been very great. The author then 
calculates the absolute values of net output of manufacturing 
in all countries concerned by multiplying that for U.S.A. by the 
ratios established by the Economic Bureau of the League of 
Nations. He adds then the items thus obtained to the “ real ” 
values of the production of agriculture and mining. He considers 
the sum obtained as a more or less satisfactory indicator of the 
real income of the countries considered. 

The figures that the author has obtained appear in general 
to be reasonably probable. Some of the results concerning 
agricultural production are indeed, somewhat surprising; but, 
as we have seen, it is these figures that can be regarded as most 
trustworthy. 





Production per Head of Total 
Population in 1929. 
(Industrial — = 100.) 








cul- | Manufac- | . Total 
= | turing. | | (including 
Mining). 
| 
Industrial Europe ! ; . | 100 | 100 100 
Industrial Overseas Countries ? ; eq 250 174 | 200 
Countries of Intermediate Structure * 58 32 39 
Agricultural Europe : wt a |. — . 
Agricultural Overseas Countries : wll 35 2:5 | 12 





1 Western Europe, Germany, Scandinavian Countries. 
2 U.S.A., Canada, Argentine, Australia, New Zealand. 
3 Italy and Japan. 

It is, of course, not surprising that the manufacturing pro- 
duction per head of the total population is higher in industrial 
countries, owing both to the higher labour efficiency and to a 
greater part of the population being employed in industry. But 
it is striking that the same holds good for agriculture; its 

1 By this method, services and handicraft are left out of account. The 
author points out that the former are relatively more important in industrial 


countries and the latter in the primitive ones; thus on balance their exclusion 
does not affect greatly the comparison. 
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efficiency in industrial countries appears to be so high that, in 
spite of the much smaller proportion of the population engaged 
in agriculture, the produce of the latter per head of the total 
population is in general greater than in the purely agricultural 
sountries. 

The author shows that this is by no means due chiefly to the 
more intensive cultivation of the soil; the vegetable production 
per, unit of area does not in general differ so much as the density 
of agricultural population, which is very great in the more 
primitive countries. Another very important factor is the 
enormous differences in animal production per head of agricultural 
population (to the disadvantage, of course, of the primitive 
countries). 

The author’s conclusion is that in practice it is only industriali- 
sation which opens the door to progress in agriculture. By causing 
a migration of the excessive agricultural population into the 
towns, it raises the standard of living in the countryside, makes 
possible there a capital accumulation, and stimulates the adoption 


of more modern techniques in agriculture. 
M. KaLEcKI 


Cambridge. 


The British Tariff System. By E. B. McGuire. (Methuen. 
1939. Pp. v + 312. 10s. 6d.) 


Mr. McGuire’s book on the British Tariff provides an interest- 
ing and lucid discussion of the problems of the administration of 
customs and excise. The major problems are those of effective 
control, directed to securing the taxation at the appropriate 
rates of just those things which the State wants taxed, and 
confining taxation to them. Mr. McGuire claims that “ with 
very few exceptions, it will be found that the methods adopted 
in different countries to confine a commodity tax to a particular 
channel are barely mentioned” in works on tariffs. These 
problems are well illustrated by a discussion of the rival merits 
of the Drawback and the Warehousing System. Similar questions 
arise in connection with the effective administration of Empire 
Preferences, though here, of course, it is mainly a matter of seeing 
that the benefits go to the right quarter. Mr. McGuire concludes 
with a brief survey of the British Tariff and of the Trade Agree- 
ments of recent years; here again it is largely a question of 
making sure that the concessions granted benefit as far as possible 
only the country with which the agreement is made, and this 
involves a considerable specialisation of the tariff. 














516 THE ECONOMIC JOURNAL (SEPT. 


The earlier part of the book is devoted to a not very successful 
treatment of theory: there are chapters on international trade, 
money values, and taxation. Probably too much was attempted 
in too short a space. The result is that the theory has been 
skimped, and there has been a failure to apply the analysis to the 
technical problems which the author is so clearly qualified to 
expound. It is not, however, merely a question of inadequate 
treatment. The chapter on “ Money Values and the Tariff,” in 
particular the section on the Gold Standard, is unsatisfactory and 
misleading. There are also passages in the chapters on “ Taxa- 
tion ” and ‘‘ The Economic Background,” where, to say the least, 
the formulation of the text-book view of the subject could have 
been more precisely worded. 

Mr. McGuire has, however, done more than elucidate certain 
problems of administrative technique : he has also indicated the 
importance of these problems in the formation of an estimate as 
to the merits of tariff policy. The book would, indeed, have 
been more useful to the economist if this aspect of the subject had 
been more fully discussed, and if the relevance of the practical 
problems to the theoretical points made in the earlier part of the 


book had been made more clear. 
E. L. HARGREAVES 


Oriel College, 
Oxford. 


A Study in English Local Authority Finance. By Joseru SyKkgs. 
(P.S. King & Son. 1939. Pp. vi + 307. 12s.) 

Tue study of local finance offers various possible lines of 
investigation, and among these Mr. Sykes has concentrated mainly 
upon the changes in England and Wales since the war in local 
revenues and expenditures and the general effects of these changes. 
His treatment of these topics suggests that careful discrimination 
must be made here in the choice of subjects for investigation and 
analysis. In some fields, particularly where there is scope for 
statistical treatment, a great deal of useful work can be done; 
elsewhere, however, the opportunity for fruitful research is limited, 
and it is clear that in such matters as the effects of taxing and 
spending on work, saving and enterprise, and upon the different 
kinds of output, Mr. Sykes has found little to add to what writers 
on Public Finance have already said. It looks as though, in 
the future, research on this subject will have to be devoted largely 
to tackling problems suggested by work being done by investigators 
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in other fields, both of politics and economics. We may perhaps 
expect a treatment of some of these problems in the second 
volume which Mr. Sykes promises in his Preface. 

Mr. Sykes does not, however, confine himself to accepted views. 
He may be right, for example, in what he says about the effects 
of levying upon saving, but he does not strengthen his case when 
he affirms that “‘ the aggregate of effects on saving could not have 
been demonstrably large, since within the period the total of 
levies never reached even one-tenth part of the national income ” 
(p. 103). A similar objection may be raised to the assertion 
(p. 111) that “even after 1932 the physical damage of general 
import duties was inconsequential relatively, since total revenue 
from this source was small.” It is difficult also to accept the view 
that the effects of indirect taxation upon individual productivity 
are to be regarded as relatively innocuous on the ground that the 
bulk of such taxation is ‘“ quasi-voluntary, in the sense that 
buying of the taxed goods was neither compulsory nor indissolubly 
bound up with personal efficiency in productive work ” (p. 132, 
with which may be compared the statement on p. 197 that “ in- 
direct taxation is intrinsically more voluntary than otherwise— 
being lighter on necessaries, and heavier on conventional neces- 
saries and luxuries.’”’) These and other statements which might 
be quoted show that Mr. Sykes is rather prone to incautious 
generalisation. 

In a final chapter on ‘‘ Problems ” questions of the reform of 
the system of local finance are discussed. Mr. Sykes points out 
the objections to and inequalities in the present system, and 
makes certain suggestions. Politically he favours the develop- 
ment of a form of regionalism ; in the economic sphere he proposes 
“to enhance the relative share of Aggregate Revenue contributed 
out of Other Receipts and Exchequer Grants,” applying fairly 
generally in the former case the principle of discriminating charge. 
He also suggests, after weighing the objections which may be 
brought against it, the introduction of a local income tax. 

The book is unfortunately made less readable by a somewhat 
clumsy style and a misuse of ordinary words which could have 
been avoided with the help of a dictionary. 

E. L. HARGREAVES 
Oriel College, 
Oxford. 
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Social Insurance Co-ordination. An Analysis of German and British 
Organisation. By. C. A. Kup. (Washington: Committee 
on Social Security, Social Research Council. 1938. Pp. 
xiv + 333. $2.50.) 


AMERICANS take so much more interest in our social services 
—and particularly in our unemployment services—than we do 
ourselves, that they are often compelled to come over and collect 
their own first-hand information. When they come, they find our 
officials amenable and our statistics for the most part plentiful; 
but it ought not to be necessary for them to undertake the 
journey so often. 

This book suffers from its over-formality. It is frequently 
the footnotes that are most interesting, and always the definitions 
that are dullest. And the definitions are not only dull, they are 
also dangerous: for it is on the strength of their existence that the 
author is led to confine himself to a very small and rather arbitrary 
part of what might have been his whole field. Thus in the first 
paragraph the principal elements of social insurance co-ordination 
are stated to be: (1) organisational, and (2) actuarial-technical, 
and it is emphasised that the latter are only included ‘‘ whenever 
they affect or are affected by organisation.”’ But the horrid 
expression “ actuarial-technical”’ is never really satisfactorily 
defined. It is, we are told, what the average person thinks of as 
the social insurance “ law ”’; it relates to insurability and eligibility 
rules; to contribution, benefit and reserve provisions. Yet some- 
how it contrives to refer not to the actual concrete details of the 
laws, but to their general nature. 

This neglect of actuarial-technical considerations is unfortunate. 
After all—and the author hardly mentions this—the social 
insurances exist to provide for the needs of individuals, who, 
because they are individuals, require continuity and uniformity 
of treatment throughout their various vicissitudes, even if the 
expenses of organisation are thereby increased. Such considera- 
tions very greatly strengthen the case for co-ordination. 

The limitation of scope to the social insurances (but including 
the Unemployment Assistance Board) means that there is no 
discussion of the relation between these services and either 
public assistance or the public health services. It is certain, 
for example, that the relationship of the Unemployment Assist- 
ance Board to other statutory social services will come in for 
reconsideration in the future. It should have been emphasised 
that co-ordination of the social insurances and the other social 
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services is just as important as co-ordination of the separate 
social insurances. 

Nevertheless, the book is very useful. It is substantially 
accurate both in judgment and fact; its case-studies of particular 
German and British services are clear and concise; it is well 
documented ; and it contains some nice titbits of gossip. (Does the 
Board prefer to be approached by American rather than British 
investigators?) It is particularly good on the capacity of 
bureaucracy to resist change: ‘‘ When the arguments for co- 
ordination are only rational, no one in particular is for co-ordina- 
tion and thousands of entrenched bureaucrats and other special 
interests are against it’ (p. 157). 

The chief trouble arises with the word “ co-ordination,” 
which requires sentences of explanation to accompany its use. 
It is peculiarly unhelpful to be told that the Unemployment 
Insurance Statutory Committee makes a “ direct step towards 
improved co-ordination ” when its function is merely to tidy up 
the finances of a single insurance scheme. In so far as it pays 
attention to the rate of benefit provided under other services it 
is exceeding its statutory duty. 

M. E. Hi 
London. 


Labour Relations in Republican Germany. An Experiment in 
Industrial Democracy, 1918-1933. By NatHan ReEIcu. 
(New York. Oxford University Press. 1938. Pp. 293. 
12s. 6d.) 


In this unassuming but valuable book, Dr. Reich looks back 
on a vanished age with a certain nostalgic regret. Writing with 
an admirable and slightly critical detachment he has reproduced 
for us the struggles and hopes, the successes and failures, of 
Republican Germany in one important sphere of operations— 
the field of industrial relations. But it is not merely to lay a 
wreath in piam memoriam that he has written this work, for he 
holds that other democracies may well have something to learn 
from the experience of Germany during the post-War period 
down to 1933. “The remaining democratic countries face 
essentially the same basic problem as that faced by the statesmen 
of Weimar, namely the fitting of collective security in the field 
of labour relations into the structure of traditional, individualist, 
political democracy.” 


Dr. Reich begins with an analysis of the economic provisions 
No. 195.—voL. XLIx. NN 
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of the Weimar constitution, and then describes the working of 
the legally recognised collective contract. There follow chapters 
on the system of mediation and arbitration in collective disputes, 
and a comprehensive account is also given of the operation of 
the Works Councils Act of 1920. Here Dr. Reich seems open to 
the criticism, above all in the light of the experience of the 
depression years 1930-1932, that he takes rather too favourable 
a view of the effectiveness of the Works Councils. Thus his 
statements that ‘‘ the protection afforded to employees against 
unjustified dismissals was quite effective” and that “ except in 
the early formative period of the Works Councils there was little 
interference of the employers with organisational activities,” 
would need a good deal of qualification to bring them into 
harmony with the facts. The book concludes with a survey of 
the working of the Labour Courts and a brief final chapter 
dealing with the transition to the National Socialist State. In 
the course of this last chapter he makes a point of some 
importance: “the increasing role played by public authorities 
in shaping industrial relations habituated the German worker to 
rely excessively upon State action—an attitude which directly 
played into the hands of the totalitarian builders of the Third 
Reich.” 

Dr. Reich is undoubtedly right in holding that the German 
experiment between 1918 and 1933 should interest all who are 
concerned with the problem of industrial relations, and his 
excellent little book deserves to be widely read. But it may be 
doubted whether, with his German background, he fully realises 
that such minutely particularised legislation, as was the basis of 
the German system, would be quite inapplicable in countries like 
Great Britain and the United States. Thus the Works Councils 
Act alone consisted of 106 sections, and its administration 
depended upon decisions by the Courts as to the legal inter- 
pretation of every paragraph in these sections. Hence the 
enactment of each fresh piece of labour legislation was quickly 
followed by the publication of vast commentaries running to 
many hundreds of pages. It is not along these lines that the 
solution of the difficulties arising from industrial relations in the 
Anglo-Saxon countries must be sought. 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 
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Das Existenzminimum in Deutschland. By J. Rosen. (Ziirich : 
Verlag Oprecht. 1938. Pp. 90. Fr. 4.50, Swiss.) 


Tuts little book deserves the attention of all those who are 
interested either in the unemployment problem, or in family 
expenditure of low income groups, or the German labour market 
in the first year of the Nazi régime. For these three categories 
of readers the book contains as much useful information as can 
possibly be brought together in ninety pages. 

The author undertook, in the summer of 1933, a collection of 
family budgets from unemployed families. He obtained detailed 
budgets—for one week only—from 89 households with 258 
persons; and in addition three budgets over a longer period 
(printed in an appendix). The investigation is thus on a small 
scale, but secures the advantage of a homogeneous material. It 
was a purely private inquiry, so that there was no incentive to 
conceal incomes. On the other hand, the sample is very selective 
as it was mainly the better-class unemployed, nearly all skilled 
men, who supplied budget details. Any bias in the results would 
therefore be in a too favourable direction, and this makes the 
results all the more devastating. The average duration of un- 
employment was over two years; and it was higher in households 
with children. (This squares well with English experience.) 
Average weekly expenditure was RM. 20-01 or under 27s. at a 
very generous estimate of the mark purchasing power (15 to the 
£); this compares with an average weekly family income of over 
38s. found among English long-term unemployed.! Of this 
income, 29-5 per cent. was from private sources as against only 
21 per cent. in England, so that if the standard of public 
maintenance is compared, the discrepancy is even more marked. 
Because of the low dole standards, the German author does not 
even mention the possibility of an “‘ overlapping” between dole 
and wage. The total average income was 37 per cent. of the 
previous wage (the English figure for the dole alone is 57 per 
cent. of the wage for all households. Here it must be borne in 
mind that the German sample consists mainly of skilled workers.) 
Or again, the standard of public maintenance for the individual 
unemployed was cut (in money) by no less than 64 per cent. 
within 5 years (1927 to 1932), with, on top of this, a new cut of 
31 per cent. between 1932 and 1933! In England, there seems 
to have been a rise by some 9 per cent. from 1927 to 1933. 


* This and the other comparisons are based on Men Without Work: a 
Report made to the Pilgrim Trust, Cambridge, 1938, 
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Correcting for the change in the (official) cost of living index we 
find that the “real” cut in assistance rates between 1927 and 
1933 amounted to 64 per cent. in Germany, while there was a 
rise by 32 per cent. in England. However broad the margin of 
statistical difficulties of such comparisons, these are striking 
differences indeed revealing totally different treatment, and are but 
a few utilisations of the material presented in this book. 

As for family expenditure, the material gives overwhelming 
evidence of the uniformity of expenditure both within the broad 
expenditure groups and in their relation to each other. Of 
particular value are comparisons of the expenditure of these 
unemployed families with the large scale 1927-1928 inquiry of 
the “‘ Statistisches Reichsamt”’ on working-class budgets. The 
result of this comparison serves to sort out the “ inferior goods ” 
in the range of working-class consumption, whose consumption 
increases, relatively or absolutely, as income falls off. The budget 
inquiry aspect of the book serves to underline the incredibly low 
standards of living of the German unemployed which we tried 
to bring out by comparison with English conditions; for by 
weight fully 50 per cent. of the diet consists of potatoes and 
bread. A further fact emerging clearly from the budget material 
is that not a minimum expenditure on food (Engel’s Law) but 
the minimum expenditure on rent (Schwabe’s Law) becomes the 
dominant item in low-income groups; with the important 
practical application that the fall in the cost of food in a 
depression goes a much smaller way towards easing the situation 
of the unemployed—after the cuts in their money allowances— 
than is commonly assumed, because rent turns out invariably to 
be a sticky item in a depression. 

On the third point, the rapid diminution of unemployment in 
the first year of the Nazi régime (when production was still of a 
civil character), the book also contains observations of great value. 
It proves clearly (mainly through National Health Insurance 
figures) that the increase in employment was almost entirely 
obtained by systematic cuts in wage rates, grading down of 
workers, “ sharing work ”’ devices, and amounted more to a re- 
distribution than a real increase of the wage bill. As 
evidence of these conditions, by the end of 1933, 62 per cent. 
of the contributors to the National Health Insurance Scheme 
were below the wage tax minimum of 24 marks (about 32s.) 
weekly. 

The general conclusion which the author draws is that man 
is a tough being, and that there seems to be no conceivable limit. 
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to how much the standard of living can be depressed, provided 
the process is gradual. For by comparison with prison conditions 
the author shows that there are standards of living even below 
what would have appeared to him a physiologically inconceivable 
minimum, that of the German unemployed of 1933. 
H. W. SINGER. 

Economics Research Section, 

University of Manchester. 


Report on Agricultural Research in Great Britain. By the Re- 
search Group of P.E.P. (London: P.E.P., 16 Queen Anne’s 
Gate, S.W.1. 1938. Pp. vii + 146. 8s. 6d.) 


‘ bf 


Turis “‘ independent non-party ” association, unquestionably 
a most suitable medium for the purpose, has chosen agriculture 
as the first industry to be surveyed in relation to utilisation of 
“ organised science.” Although the authors have deliberately 
avoided introducing any questions concerning policy, some 
readers may recollect that in April 1934 P.E.P. issued a broadsheet 
which, under the title of ‘‘ More or better agriculture,’ demon- 
strated very concisely the fundamental economic and social 
factors which dominate that wider issue. 

A “Summary and Conclusions,” occupying the first twelve 
pages, curiously anticipates much that appears in the final Chapter, 
entitled ‘‘ Criticisms and Conclusions,” but its justification no 
doubt rests upon the inclusion of information relating to certain 
overseas countries. The seven principal chapters, together with 
a similar number of appendices, give an extremely accurate 
description of the interwoven activities of the central and local 
bodies whose functions are respectively financial and dissemina- 
tive. Few, save those who may themselves have been caught in 
this net-work, can have any conception of the innumerable 
channels into which public funds have thus been directed. It is 
pointed out on p. 10 that the total sum involved amounts to 
barely 1 per cent. of the value of our soil-products: it might 
have been added that this is roughly equivalent to one-tenth of all 
the State expenditure nowadays deflected in one way or another 
to the support of British agriculture. No less than seven research 
centres (the majority of which are of University status) are shown 
to be receiving annual grants in excess of £20,000, and one gets 
nearly £60,000. Incidentally, it is to be doubted whether the 
authors’ criticism of the salaries and prospects of certain classes 
amongst their workers is justified. 

The changes and chances that have resulted, for example, in 
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the overlapping of the functions of the Agricultural Research 
Council and those of the Development Commission—to the 
practical supersession of the latter body—are quite naturally 
stressed, but they have their obvious counterparts in the evolution 
of the Victorian Board of Agriculture from a Committee of the 
Privy Council charged with the control of animal diseases and in 
the later inconsequential tacking on of such other extraneous and 
even incongruous responsibilities as are represented by the 
Fisheries, Kew Gardens, and the Ordnance Survey. It has, 
indeed, been claimed that the unexpected windfall of ‘‘ Whisky- 
money ” in 1890 first made possible in rural areas a modicum of 
the now familiar “‘education and research”! In the light of this, 
it is perhaps supererogatory on the part of the authors to criticise 
in detail the constitution of the present-day administrative bodies, 
and many readers will wish that instead they had put forward 
constructive proposals for the better co-ordination in actual 
practice of these two (always officially linked) activities. Educa- 
tion, in the form of lectures, broadcasting and films, is, indeed, 
referred to, but almost exclusively in relating to practising 
farmers whose alleged apathy towards “ science ”’ is in no small 
degree attributable to lack of early training in its potentialities, 
and only thirty-four lines are devoted to elementary education in 
rural areas, where, in the words of the Report itself, “ a definite 
reorientation in the schools is needed to turn the small farmer and 
farm-worker into alert artisans of the soil.” 

As the title of the work implies, however, it is primarily con- 
cerned with the second activity, and in this field it represents a 
most valuable addition to the material available for those who 
wish to study the technical provision made by the State for its 
largest industry as well as for those who would seek to forge new 


links in an old and far from homogeneous chain. 
J. A. VENN 


Queens’ College, 
Cambridge. 


The Wheat Economy. ByG.E.Britnety. (Toronto: University 
Press; Oxford University Press. 1939. Pp. xvi + 259. 
10s. 6d.) 

Le Mouvement des grains dans le monde. By P. vAN HISSEN- 
HOVEN. (Brussels: Editions Ceres. 1938. Pp. 858. 24s.) 


PROFESSOR BRITNELL has produced a most interesting case- 
study of a community virtually dependent upon a single crop. 
Saskatchewan developed rapidly from a rough pioneering country 
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in 1900 to one with a fairly high standard of living in 1929, on the 
basis of her wheat exports, grown on virgin soil. Over 80 per 
cent. of farmers’ cash sales are normally represented by wheat ; 
it is a crop peculiarly resistant to drought, a necessary quality for 
any product grown in the plains area of Canada, while Saskat- 
chewan wheat, because of its high quality, generally commands a 
premium in world markets. 

Yet even wheat, grown under such conditions, is subject to 
extreme hazards. The greatest, but not the only, danger is 
drought ; grasshoppers may also attack the crop, and in one year 
reduced the average yield by so much as 18 per cent.; the plants 
may contract rust or, in addition, may be destroyed by violent 
hail-storms, or damaged by late spring or early autumn frost. 
Yields are therefore very variable; during the ten years from 1928 
to 1937 they fluctuated from a maximum of over 23 bushels per 
acre in 1928 to under 3 bushels in 1937. As a result, farmers’ 
incomes are also very unstable. 

The tragedy for Saskatchewan has been that a prolonged 
drought period from 1931 to 1938 reduced farmers’ output in all 
these years, at a time when the world price of wheat was also low. 
Professor Britnell gives a comprehensive and depressing picture 
of the effect of this drastic reduction in incomes on the farmers’ 
standards of living and methods of farming, on the provincial 
governments’ finances, and on the services which they could 
provide. 

He sees little reason to expect that standards of living will 
return to the moderate level of the 1920’s, as that would necessi- 
tate a succession of good crops. He believes, however, that 
farmers and the Government between them can do something to 
improve the position, by introducing drought-resistant strains of 
wheat and methods of cultivation which check soil erosion, and by 
improving water-conservation schemes and establishing com- 
munity pastures. Wheat, however, must remain the staple crop, 
since diversification of farming can never be really important 
in an area so liable to drought. Consequently, incomes are bound 
to continue to be highly unstable. Something may perhaps be 
done, by extended insurance, to even out fluctuations in standards 
of living from year to year, but Dr. Britnell does not believe that 
these can be prevented from fluctuating markedly. 

M. van Hissenhoven’s thorough volume provides a useful book 
of reference, particularly for those who require information on 
varieties and quality of the different sorts of grain, or on the 
technique of marketing and of price fixing in the grain market. 
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He begins by describing the varieties, grades, milling and baking 
qualities of the principal grains, wheat, rye, barley, oats and maize, 
and the pests that attack them, and by including the statistics on 
acreage, production, yield per acre, exports and imports in 1909- 
13, 1925-29, 1930-34, 1935, 1936 and 1937, for most countries, 
from the International Yearbook of Agricultural Statistics. He 
then outlines briefly agricultural conditions in all the important 
exporting countries of the world. His third section, an up-to- 
date version of a pre-War book, Les Grains et le marché d’ Anvers, 
deals in great detail with the constitution, organisation and 
technique of selling in the grain-market of Antwerp, the most 
important port for grain in Europe. In his last section he gives 
similar particulars, though in much less detail, for the grain- 
markets of Berlin, Paris, Rotterdam, Liverpool, London, Winnipeg, 
Chicago, New York, Buenos Aires and Rosario. 
RutH CoHEN 
Agricultural Economics Research 
Institute, Oxford. 


Economics of Peasant Farming. By DorREEN WARRINER. 
(London: Oxford University Press. 1939. Pp. 199. 
12s. 6d.) 


In the Economics of Peasant Farming Miss Warriner deals with 
the agricultural problem of Central Europe, and shows an intensive 
knowledge of her subject. She begins by discussing the European 
farm problem in relation to the political background. She 
traces the evolution of peasant farming in various countries and 
discusses the wide variations which occur in agricultural organisa- 
tion. She deals in considerable detail with the question of 
over-population, with standards of living, and with housing, 
and she brings into vivid relief the extremely primitive conditions 
under which a large proportion of the population of Central 
Europe still lives. There are also interesting chapters on the 
results of collectivisation in Russia and on the advantages and 
disadvantages of peasant agriculture. 

In Miss Warriner’s opinion the system of farming in Central 
Europe has been mainly conditioned by the pressure of population, 
which has led to a splitting up of the land in districts where 
it was suitable for sub-division, and sometimes where it was not, 
and by rainfall. She considers that ‘the main reason why 
the family farm is best for Germany, and the collective 
farm for Russia, is not that one accords with Hitler’s ideology 
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and the other with Stalin’s, but that in Germany the annual 
rainfall is over 30 inches and in South Russia less than 15,” while 
the large-scale farming on the Hungarian plains flows from the 
same cause. 

The author also considers that the establishment of peasant 
farms has led to a more even distribution of income than occurs 
under the estate system. She is not, however, satisfied with 
peasant farming as it exists. There are too many dwarf holdings 
in a number of countries, and sub-division has been carried too far. 
She believes that the real problem of farm organisation in Central 
Europe is not to find the best size of farm, but to create favourable 
conditions for capital formation. Such a policy would, however, 
undoubtedly lead to an increase in size of holdings. With the 
present farm density, Miss Warriner considers that without access 
to the markets of countries with a rising standard of living and 
cheap capital it will be impossible to evolve a type of farm 
organisation in Eastern Europe which will appreciably raise the 
standard of living of the peasant. Moreover, she believes that 
even if agrarian Europe became the granary of Germany or 
Western Europe, the growth of population on the land could not 
be absorbed in agriculture, and Europe would still have an 
excessive number of farms. In consequence, some adjustment 
will be required in the farming systems of the various countries. 

From the general economic standpoint, Miss Warriner considers 
that migration is the most desirable solution of the Central 
European problem. “ Ifthe world as a whole was over-populated, 
the problem would be a different one. But there is no reason for 
thinking that it is.” In this connection, the acreage of arable 
land per capita in a number of Central European and overseas 
countries is compared to give emphasis to the argument. Such 
a comparison may in itself be highly misleading, but it appears 
doubtful, even if migration were arranged, whether it would 
prove a permanent solution. It is possible that the problem of 
the Central European peasant can only be solved by the limitation 
of population which would result from the spread of education 
and integration with the economic life of industrial Europe. 

Miss Warriner’s book is, however, extremely interesting, and 
is particularly opportune, as it has arrived at a time when 
political interest is focused on the countries with which it deals. 

A. W. Menzies-KitcHin 
Department of Agriculture, 
Cambridge. 
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British Imperialism and Australia 1783-1833. By Brian Frrz- 
PATRICK. (London: George Allen and Unwin. 1938. Pp, 
396. 18s.) 


Some Australians Take Stock. Edited by J. C. G. Kevin, 
(London: Longmans, Green and Co. 1938. Pp. ix + 241. 
10s. 6d.) 


Tuat the early history of Australia can only be understood in 
the light of a careful study of contemporary English conditions— 
this is Mr. Fitzpatrick’s thesis, and, after reading his book, few 
will wish to dispute it. The original settlement was founded solely 
for the convenience of England, and the lines which its develop- 
ment should follow were regularly laid down from Whitehall with 
a view to promoting the interests of the English governing 
classes. This is what provides the thread of continuity in the 
story, and goes a long way towards making it intelligible. 

The importance of the outside influence exerted from England 
may be seen from the varying numbers of convicts sent out in the 
different years. Obviously the problems with which a Governor 
is faced will be very much more complex in a year when he has 
somehow to absorb two or three thousand convicts, many of them 
most unsuited to pioneering conditions, than in a year when the 
Napoleonic war has practically cut off the s»pply. Alternatively 
we may study the balance of payments or the position of the 
colony’s ‘‘ budget.’ In each case we find that the remittances 
from the Imperial Government dominate the scene—as might, of 
course, be expected when the settlement was largely a prison farm 
which obstinately refused to become self-supporting. The bills 
drawn by the Governor on the British Treasury also provided for 
a long time the one more or less sound element in the basis for 
the colony’s monetary system (or lack thereof). 

Mr. Fitzpatrick has made a most conscientious study of the 
original sources of information (largely the reports of the various 
Governors), and he gives enough references to them to satisfy even 
the most suspicious reader. As a result, he has produced a most 
scholarly work, which gives one a satisfying conviction that his 
judgment can be trusted and that his conclusions have not been 
based on incomplete evidence or over-hasty generalisations. In 
places he deals severely, but as a rule quite fairly, with those of 
earlier writers, for which the same claims could not be made. 
This applies especially to their verdicts on King and Macquarie, 
who had received insufficient credit for their efforts to carry out 
their instructions. 
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The way in which various local influences at times interfered 
with Whitehall’s “ prison and peasant ” policy is clearly brought 
out, especially the fact that the initial influences had little to do 
with the suitability of the land for large-scale production of fine 
wool. Monopolistic abuses and the working of the officially 
endorsed principle of ‘‘ To him that hath shall be given ”’ had led 
to inequality and large holdings before this was appreciated. 

The book suffers from the lack of a map—or, better, a series of 
maps—which would have made the story much more interesting 
and much easier to follow. It seemed also to the reviewer that 
the parts about England were quite unnecessarily long and 
detailed. However good in itself, some of this might well have 
been replaced by a treatment of more relevant topics, such as the 
growth of Sydney as a town, or of secondary production generally. 
But these defects do not prevent the book from being an admirable 
account of a most interesting period. 

Some Australians Take Stock consists of nine brief reviews of 
different problems, which cover most aspects of Australian 
political and social life, even including a careful analysis of the 
Australian accent. All are interesting, and the reader should 
certainly acquire a better understanding of the rather non- 
descript issues which make up Australian politics. Between them 
they contain a considerable amount of clear thinking, and it would 
certainly be a good thing if those who have to make decisions on 
each of the subjects would read and ponder the relevant chapter. 
Professor Fisher, in particular, strikes some shrewd blows for the 
cause of reason and common sense in his discussion of Migration, 
and Dr. Benham exposes the folly of jeopardising the growing 
Japanese market for the sake of minor concessions in England. 
Nevertheless one cannot help wondering whether such a collection 
of unrelated essays should really be published in book form, more 
especially as the editor and authors are at pains to renounce all 
responsibility for any but their own contributions. 

W. B. Reppaway 
Clare College, 
Cambridge. 


Democratic Sweden. By MEMBERS OF THE NEW FaBIAN RESEARCH 
Bureau. Edited by Margaret Cote and CHARLES SMITH. 
(London: Routledge. 1938. Pp. xi + 334. 12s. 6d.) 


THERE can be less and less excuse for English readers to remain 
ignorant of Swedish economic and political conditions. In 
recent years a number of books and pamphlets have been published 
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in English about Sweden, and this latest book by the New 
Fabian Research Bureau gives a most comprehensive survey of 
the working of the Swedish democratic system. In the summer of 
1937 a group of members of the New Fabian Research Bureau 
visited Sweden. They made themselves individually responsible 
for studying different aspects of Swedish conditions, and the 
results of their separate inquiries have been collected and edited 
in one volume by Mrs. Cole and Mr. Charles Smith. Part I has 
chapters on the Constitution, the administrative and _ political 
systems. Part II deals with industry, agriculture, wages and 
trade, and Part III with social conditions and policy. There is 
an excellent introduction by Mrs. Cole and appendices by Mr. 
Smith. 

The purpose of the visit of members of the Bureau to Sweden 
was to collect facts. Its purpose was not to draw morals, “ except 
in so far as the morals draw themselves from the facts when they 
appeared.” There are quite a lot of morals drawn in this book. 
Almost all the contributors have compared conditions in Sweden 
and England, and incidentally make many pointed and often 
justifiable criticisms of English conditions. They are perhaps 
more reluctant to stress potential weaknesses in the Swedish 
system. It would have been most interesting, for example, to 
have had the position of civil servants as members of the Upper 
and Lower Chambers more closely examined by Mr. Greaves and 
Mr. Mayhew. “ In 1930 nearly one-third cf the Upper Chamber 
and one-tenth of the Lower were holders of Government offices.” 
Perhaps as compared with England, Mr. MacColl is right in saying 
that ‘‘ local authorities in Sweden have the satisfaction of knowing 
that their carefully worked-out schemes will not be hamstrung 
by an office-boy in the Ministry of Health or by some unsuccessful 
politician or remote academic on a judicial bench, but will receive 
the personal scrutiny of an experienced public man with local know- 
ledge.” But surely knowledge of local needs by civil servants is 
not sufficient even in Sweden, and the question is not raised 
whether the smaller local authorities outside the big cities have 
been able to exert sufficient influence on the Central Government 
to obtain favourable consideration of their claims. The reasons 
for Mr. MacColl’s statement that “ the tradition of considerable 
local autonomy may be a hindrance to a general social advance 
directed from the centre ” might have been of interest. 

Mr. Parker describes the organisation of the political parties in 
Sweden, and in assessing the strength of the Social Democratic 
Party he raises the debatable question of how far the unemploy- 











oe. mona aes aC 


S- fo ket Thm *S) 6% 


be eb CO 


So 


h 











1939] DEMOCRATIC SWEDEN 531 


ment policy pursued by the Social Democrats is responsible for the 
improvement in the Swedish conditions since 1932. Mr. Wilson 
discusses this question in greater detail later, but, as Mr. Parker 
remarks, ‘‘ leading socialists all admit that their efforts have been 
aided by ‘ good fortune.’ Firstly, they came into office at the 
bottom of the slump, and a natural trade revival took place side 
by side with their employment policy. Secondly, world re-arma- 
ment has found a ready market for Swedish iron ore and brought 
prosperity to some of the areas in the country which most needed 
it.” Mr. Parker concludes “‘ even allowing for this ‘ good fortune ’ 
the party’s activities remain impressive.” (In this connection 
it is interesting to note in the opinion of a Swedish economist, 
Mr. Montgomery, How Sweden Overcame the Depression, New 
Sweden Tercentenary Publications, the recovery in Finland was 
hardly less impressive than that in Sweden, even though the two 
countries pursued almost opposite employment policies.) In 
securing the success of the public works policy of the Government, 
the collaboration of the trade unions was essential. Neither Mr. 
Hughes, who contributes an excellent chapter on Trade Unions, 
nor Mr. Wilson discuss in detail the causes of the strike in the 
building industry from April 1933 to February 1934, which held 
up the programme of public works. 

Mr. R. W. B. Clarke begins Part II by describing the growth 
of Swedish industry. Swedish industry developed late, and he 
shows that Sweden has avoided many of the dangers of rapid 
industrialisation which other European countries have experienced. 
I feel, however, that Mr. Clarke has been too anxious to see only 
the best in Sweden. Is it true, as he says (p. 128), that the 
“highly diversified industrial structure [of Sweden] is distributed 
almost equally diversely over the country’? In his comparison 
of British and Swedish industry he states, “‘ Yardsticks of technical 
efficiency are not easy to make, but it is perhaps significant that 
Swedish industry uses twice as much mechanical and electrical 
power per worker as is employed in British industry.” No figures 
are given, but is it not possible that part, at least, of this difference 
is due to the different character of the industries in the two 
countries? It would have been useful to have corresponding 
figures for the same industries in the two countries. Unfortunately 
Mr. Haldane, in his interesting chapter on Power, has not the 
opportunity of dealing with this question. 

Mr. Clarke stresses more than once that the dangers of monopoly 
have been successfully avoided in the development of Swedish 
industry, and he praises the Swedish Co-operative Society for 











532 THE ECONOMIC JOURNAL (SEPT, 


its energy in breaking down “half a dozen highly restrictive 
cartels.”” Mr, G. R. Mitchison gives a full description of the retail 
co-operative societies, and he also writes on Wages and the Cost 
of Living. His chapters are the most ambitious in the book, 
He attempts the hazardous calculation of comparing real wages in 
England and Sweden. When he comes to the measurement of 
distribution of personal incomes in Sweden, he has, however, to 
rely on general impressions. No figures are given, although in her 
Introduction Mrs, Cole makes great play of the fact of ‘‘ the almost 
complete absence of vast differences in income levels ” in Sweden. 

In Part III Mrs. Bolton discusses the social services, Mr. Glass 
population policy, Mrs. Cole education, and Mr. Postgate publish- 
ing, press and radio. Mrs. Bolton describes health and housing 
conditions, but she comes up against the difficulty which other 
English observers have previously experienced, of having to 
decide whether Swedish housing standards are low compared with 
English standards. Mrs. Cole may say in her Introduction, 
“* No Swede need live cooped up in a city,” but it is an unpleasant 
fact for Mrs. Bolton that there is a drift to the towns in Sweden 
and in the towns “ flats and houses of one room and a kitchen are 
more common than any other type. Middle-class and working- 
class people alike regard all their rooms as bed-sitting rooms, and 
the standard of the separate bedroom for every person and a 
common living-room is rare.” 

Enough has been said to show the interesting facts and topics 
which their book discusses. In addition to those I have men- 
tioned there are chapters by Mr. Gaitskell, Mr. Cole, Mr. Skilbeck 
and an “ Anglo-Swede.” It may be complained that the book 
lacks depth, but it can be rightly argued that it was not intended 
to write an economic history of post-war Sweden. The book 
shows how British problems can be seen afresh in the light of 


foreign experience. 
H. CAMPION 


University of Manchester. 


Netherlands India: a Study of Plural Economy. By J. S. 
FurnivaLL. (London: Cambridge University Press. 1939. 
Pp. xx + 502. 25s.) 


THERE are features in the development of Netherlands India 
which have given it a special position in the history of colonial 
administration. Nearly a century ago the attention of the British 
and in particular the authorities in British India, was attracted 
to the striking results which followed the adoption in Java of 
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what is generally known as the Culture System. It was based on 
the use of compulsory cultivation and the creation of a State 
monopoly over practically all exportable crops. Though in 
fact the system of compulsion was applied only to a part of the 
dependency, the results as shown in the general increase of 
production and in the improvement of State finances were certainly 
extraordinary. Between 1830 and 1840 the value of exports rose 
from 12 to 74 million florins, and the Dutch could claim that Java 
had begun to “ pour forth riches upon riches on the homeland as 
if by a magician’s wand.”” The compulsion applied to the expan- 
sion of cultivation does not seem to have been followed by social 
consequences so grave as is sometimes assumed; but the decline 
in subsistence production and the wide use of forced labour on 
public works were responsible for a series of famines between 
1843 and 1848. Soon after 1850 the growing strength of Liberal 
ideas in Holland led to the withdrawal of forced cultivation, 
but the withdrawal of the State monopoly over production was 
more gradual; the cultivation of sugar under State control 
terminated between 1870 and 1891, and the monopoly over coffee 
was not finally withdrawn until 1917. Meanwhile there was a 
growing association of private capital (much of which was of 
British, French or American origin) in the expansion of production, 
accompanied by a significant improvement in its technique. 
The State associated itself at an earlier stage than in the British 
or French colonies with the studies made by private capital in 
the improvement of technique, and Netherlands India now occupies 
what is perhaps a unique position in the application of scientific 
processes to agricultural production. Making full allowance for 
the fact that parts of the dependency possess unusual advantages 
of soil and climate, the scale of production is nevertheless remark- 
able. Netherlands India, with less than a fifth of the population 
of British India, had in the period before the depression a total of 
import and export which was only about 25 per cent. less than that 
of British India. 

The dependency occupies an unusual position in another 
respect. There is no other European country whose economy is 
so closely linked up with the commerce of its colonial possessions 
as is that of Holland. The Consul General in Calcutta is credited 
with having stated that the East Indies were worth a pound a 
week to every household in Holland. This is no doubt, an over- 
statement, but it nevertheless contains some element of truth. 

The classic work of Dr. de Kat Angelino has already made the 
history of Netherlands India available to English readers, but 
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students of colonial affairs will welcome Mr. Furnivall’s systematic 
analysis of the factors distinguishing the different stages of develop- 
ment through which the dependency has passed. Mr. Furnivall 
has brought to his study the advantage of personal experience of 
the administration of Burma, which, as he rightly states, may have 
much to learn from the history of Netherlands India. He has 
devoted special attention to the lessons which Netherlands India 
presents as an illustration of the working of a system of Plural 
Economy. In this respect Netherlands India shows a marked 
difference from many of the British dependencies in Asia or Africa. 
Though in Java the area planted for European agriculture is 
only one-tenth of the area cultivated by native methods, European 
capital and enterprise have in other respects had a wide influence 
over agricultural production. The part taken by Europeans in 
the economy of Java has, in consequence, had a greater influence 
on the political and administrative institutions of the country 
than in British India, where European enterprise has, save in 
respect of the production of tea, confined itself mainly to commerce 

and industry. In South Africa and Southern Rhodesia the picture 
has, again, very different features; the economy of the European 
might indeed almost be said to be separate from that of the native, 

and State institutions are largely directed to preventing the native 

from entering into the social or economic life of the European. 

West Africa presents problems of another class; it contains large 
areas in which European capitalistic enterprise enters so little into 
the general production of the country that many of the normal 
features of a Plural Economy are absent. A comprehensive study 
of the effects of a system of Plural Economy on the institutions of 
the dependencies of the European colonial powers is still to be 
written; any one who undertakes that task will find much useful 
material in Mr. Furnivall’s work. 

HAILEY 


London. 


Japan, the Hungry Guest. By G. C. AttEN. (London: Allen & 
Unwin. 1938. Pp. 261. 10s. 6d.) 


Tuts work deals with a wide range of subjects relating to post- 
war Japan. Of its twelve chapters, four only are directly and 
primarily economic in character. The others deal with recent 
sociological and political developments. The economic chapters 
are not only the best, but should be widely read, especially by 
economists interested in industrial evolution, structure and 
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organisation. ‘Those dealing with sociological problems do not 
always reach such a high level. 

Professor Allen justifiably emphasises the wide prevalence of 
the small-scale technical unit in Japanese manufacturing industry, 
as well as in agriculture, and shows conclusively that mass pro- 
duction is on the whole less, and not more, prevalent in Japan than 
in leading Western Industrial countries. This is due to influences 
both on the demand and on the supply side. In some instances 
the kinds of goods in demand are not standardised enough to lend 
themselves to large-scale production. On the side of supply the 
fundamental influence is the abundance of labour and the scarcity 
of capital in Japan as compared with the leading Western in- 
dustrial countries. What Professor Allen’s discussion really 
demonstrates—though he does not use this terminology—is that 
the optimum technical unit in production depends on the relations 
between the prices of the factors of production, and that because 
these price relations are markedly different in Japan from what 
they are in leading Western industrial countries, the size of plant 
in Japan is generally smaller than the size of the plant in the latter 
countries. However, the best combination of the factors of 
production depends not only on the relative prices of factors, but 
also on the technical possibilities of substitution. For some 
industries, particularly the heavy industries, these possibilities are 
on the whole more limited than for other industries. Iron and 
steel production, shipbuilding and engineering are necessarily 
conducted in large-scale plant. A country in which the relative 
supplies of the factors are such as they are in Japan, is not in a 
favourable position to develop such industries at all, for their 
developmentis more dependent on their availability of those factors 
which are relatively scarce than on those which are relatively 
abundant in Japan. Hence these industries have been developed 
only by heavy subsidisation and for political reasons. 

Professor Allen omits, however, to analyse changes in the size 
of the technical unit of production. Had he taken up this matter, 
in addition to giving a picture of the conditions at a particular 
time, the danger of over-emphasis of the small-scale nature of 
Japanese production would have been more completely avoided 
than it has been. There is one simple principle which supplies a 
reason why the small unit may be expected to decline. As per 
capita national income increases the supply of capital increases 
relatively to the supply of labour and the optimum combination 
of the factors changes in a direction favourable to larger pro- 


ductive units. 
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In sharp contrast to the small-scale character of the plant is the 
high degree of concentration of control in Japanese industry and 
finance. The reasons for this high degree of concentration must 
be explained in generic as much as in analytical terms. The 
reviewer suspects that political and economic development in 
modern Japan lends itself fairly readily to Marxian interpretation 
and that the attraction of Marx for left-wing intellectuals in Japan 
is not a mere fashion. 

The rapid extension of Japanese exports after 1932 has become 
a subject of much speculation in Western countries. Professor 
Allen seeks an explanation in a combination of events rather than 
in any one event. His treatment of the business depression is 
somewhat slender, but his treatment of the process of recovery 
and expansion is well balanced. The whole book is commendably 
free from the denunciatory tone adopted in some widely publicised 
English writings. The reviewer agrees with the rejection of the 
view that deterioration in real wages has accompanied and been 
largely responsible for the expansion of exports. Unguarded use 
of indices of very limited scope is to be strongly deprecated, and 
the tables given on page 181 might be dangerous in the hands of 
persons untrained in statistics; but Professor Allen partially 
removes the danger by a cautious footnote. The economic 
chapters in this book help to correct the tendency in Western 
countries to underestimate the underlying economic strength of 
post-war Japan, to seek explanation of Japanese economic 
expansion in terms of abnormal influences, and to exaggerate the 
economic difficulties of Japan during its pursuit of an external 
policy of aggression. The student of economics will wish that less 
space had been given to very general discussion of a sociological 
nature, too frequently based on hearsay and casual incidents, 
and that more space had been given to the economic factors. 
Fortunately, further opportunity of learning Professor Allen’s 
views on these matters will be available in a forthcoming American 


publication. 
E. F. PENROSE 


Geneva. 


Reason in Politics. By K. B. Smetuie. (London: Duckworth. 
1939. Pp. 292. 12s. 6d.) 

Mr. SMELLIE conducts a rapid tour of the whole gallery of 
political theorists from Plato to Hobbes, Locke, Rousseau, the 
Mills, Hegel and Karl Marx; and draws what wisdom he can from 
each to provide a theory of our current obligations. So compre- 
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hensive a review might seem an unnecessary repetition, were it not 
for the originality of Mr. Smellie’s comments as a guide; he has 
a gift for criticising an argument by a skilful or malivious 
phrase. 

His three chapters on Marx, “ Economics and Politics,” and 
the “‘ Future of the State,” have perhaps the most importance for 
economists. ‘The pretensions of the Marxist dialectic are finally 
dismissed on p. 132—“‘ with this miserable jargon one can describe 
any process of change whatsoever ’’—but in a later chapter he 
writes of Marx, ‘‘ Whatever the imperfections of his theory of 
value, he could prophesy the increasing instability of the economic 
order because he saw that the working of the market could not be 
divorced from either the system of property or the technical 
conditions of production.” 

Thus Mr. Smellie comes to reject the extreme laisser-faire 
doctrine that “‘ society . . . secures empirically at the risk to 
individuals the solution of a problem that it would be impossible 
collectively to solve.” ‘“‘Is it really true,” he asks on p. 204, 
“that moderate efficiency in the means of livelihood of the human 
race depends upon a method of trial and error conducted by the 
owners of property ?”’ Mr. Smellie brings to this controversy an 
impartial mind; he accepts on the whole the contentions of Mr. 
Lange, and his conclusions are all the more persuasive from one so 
clearly devoted to ideals of political liberty. 

But Mr. Smellie is aware that society to-day has rejected, or is 
rejecting, reason in politics; it gives power to those who do not 
appeal to reason. ‘The political technique of propaganda was 
developed on the economic field,” he acutely remarks (p. 264), 
“where fortune went to those who could subdue men’s minds.” 
Fearing the triumph of unreason in Europe, Mr. Smellie hopes that 
“the owl of Minerva” will fly “to the west or east” so that 
the spirit of Greece, of France, of pre-Nazi Germany, of England, 
and the life of reason itself may be preserved. 

Such a defeatist conclusion, and even more, the very structure 
of this historical study throws into relief what may not unfairly 
be called the bookishness that pervades this kind of political 
theorising. This is a book written from books, concerned with the 
abstract issue of sovereignty; witty, sensible, and honest. 
Naturally the author realises that ‘‘a customary international 
law must be a breeder of war ” (p. 283). But, despite his attention 
to economics, he under-emphasises the profound dependence of 
civilisation upon homely roots—as much as crude nationalism 
over-emphasises and vulgarises that very dependence. 
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The problem is what we ought to do, grauted the present 
condition of man, to preserve the nest of Minerva’s owl from decay 
in the tree in which it must be built. Mr. Smellie does not shirk 
this problem; but he fails himself to present the practicable 
alternatives before us. 

“* Laisser-faire versus socialism ”’ is, after all, an issue of the 
day before yesterday; straightforward conservatives, fascists, and 
liberals are all agreed in opposing pure laisser-faire. The real 
problem here is one of degree, and the conflict of ideals relates to 
this and to the purposes for which the State’s power is to be 
used. 

Mr. Smellie realises that Hitler’s rise was due to the ills of 
society ; he does not pursue his logic to the conclusion. Theorists 
should analyse precisely what factors in our economic organisation 
cause slumps and rearmament booms, and here politics as well as 
economics are significant. Mr. Smellie contents himself with 
indicating the size of the problem; he is less precise than in his 
interesting review of past theory; his book is perhaps inevitably 
disappointing in its application to the pressing dilemmas of our 


time. 
Ilan Bowen 


All Saints College, 
Oxford. 


Oxford Economic Papers. Edited by R. F. Harrod, H. D. 
Henderson, J. Marschak, R. Opie. (Oxford : The Clarendon 
Press, Number 1, October, 1938; Number 2, May, 1939. 
5s. each.) 

Oxford Economic Papers are designed as an occasional publica- 
tion mainly to provide an outlet for the work of the Oxford 
Institute of Statistics. The first two issues give promise that they 
will prove a most valuable addition to the periodical literature of 
economics. The papers so far published fall into three broad 
groups : first, a group of interconnected studies of the behaviour 
of the entrepreneur, both in regard to the influence upon him of 
changes of interest rates and in regard to his methods of fixing 
price and output; second, a group of studies of British economic 
fluctuations, of real turn-over, of the multiplier and of the liquidity 
preferences of banks and of the demand schedule for idle money ; 
third, two connected studies of mobility of labour. Space does 
not permit equal attention to all the courses of this feast, and if I 
give most to the first group it must not be inferred that there is 
not matter of equal interest and importance for others to discover 
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in the discussions of monetary and kindred phenomena by 
Mr. Phelps Brown, Mr. Shackle and Mr. Brown, or in the ingenious 
methods of measuring mobility suggested by Dr. Marschak and 
his collaborators. 

The various papers on the behaviour of the entrepreneur are 
based upon a series of inquiries, conducted partly by a question- 
naire sent out beforehand to indicate the issues to be raised, but 
mainly through personal interview. It is an advantage of this 
method that it gives flexibility and better adjustment to the 
circumstances of each individual concern; it is a disadvantage 
that the reader cannot for himself judge how far the results are 
trustworthy, how far questions have been leading questions, how 
far the persons interviewed have been brought to look at a given 
issue in the way that he himself thinks relevant and important. 
Mr. Meade and Mr. Andrews, dealing with the effects of the rate of 
interest, have published their preliminary questionnaire, and also 
a list of subsequent questions on which information was sought 
at the interview. Mr. Hall and Mr. Hitch, though they give 
five headings under which information was sought, do not publish 
the questionnaire. May I plead that whenever results are 
obtained, even thus indirectly, by questionnaire, it be made an 
absolutely rigid rule that the questionnaire itself shall be published ? 
It is, moreover, important that the reader shall know who gave 
the answers. It is not, I hope, unduly cynical to believe that if 
the same questionnaire on cost and price policy were addressed 
firstly to a group of managing directors and secondly to a group of 
cost accountants, the answers might be appreciably different. 
It is, moreover, very important to make it clear whether the 
answers given are designed to indicate what the person questioned 
has himself done, or, believes that he would do, in his own business 
in certain circumstances, or whether they indicate what he thinks 
others might do in more general terms. Thus there would appear 
to be one single representative only of transport—representative, 
if this inquiry is to be regarded as representative, of the railways, 
of London Transport, of shipping and road haulage—and his 
answers to the most important questions concerning interest rates 
are apparently concerned with what ‘‘ most businesses’”’ or 
“smaller firms” might do. And what of the American pro- 
fessors? Were they speaking for themselves, for British industry, 
or for American industry? There would appear again to be 
confusion also in the minds of the constructors of capital goods 
(see pp. 23 and 25). Are they thinking of themselves as people 
demanding or supplying capital goods? Must not such inquiries 
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be rigidly limited to concerns that are, so to speak, in pari 
materia ? 

To take first the results of the inquiry into interest rates, 
discussed in more general terms by Mr. Henderson and then 
analysed in detail by Mr. Meade and Mr. Andrews, it is at once 
apparent that changes of short-term rates, even if they sometimes 
affect profits, seldom affect policy. And that is, of course, 
congenial to all common sense. If the rate of interest is the 
payment for using “‘ time,’ we should expect a reduction of the 
relative cost of time-using processes to exercise a maximum effect 
on the industries which are most time-using and a minimum on 
such processes as are completed very generally within some three 
months. Where we come to the effects of the long-term rate 
it is much more difficult to feel conviction. We would expect the 
repercussions to be most significant in housebuilding, in transport, 
in electricity supply and in long-lived public utilities generally. 
The builders, though not unanimous, recognised some relation 
between interest rates, prospective rents and building activity; 
the answer for transport, as indicated above, is of doubtful value, 
but again admits some influence; public utilities generally appear 
to be unrepresented. But, these apart, the industrialisis 
questioned almost all indicated that, as compared with the effects 
of changing anticipations of earnings on the one hand and of 
depreciation on the other, the rate of interest was relatively 
unimportant. That estimates of the marginal efficiency of capital 
are more significant in the minds of most entrepreneurs than 
changes of the rate of interest, no-one seriously doubts (Mr. Keynes, 
I believe, least of all—cf. General Theory of Employment, Interest 
and Money, p. 315, though a majority of the candidates in a recent 
examination would appear to regard these articles as a refutation of 
his views). But are these changing estimates the ultimate 
causative factors, and the trade cycle merely a psycho-pathological 
phenomenon, or are they themselves in turn influenced by levels 
of activity in the construction of more long-termed capital 
equipment that is interest-sensitive? In a world dominated by 
political uncertainties it is difficult to deny a proper place to the 
instability of anticipations. In amore stable world, it is much less 
clear that the rate of interest is wholly without significance. For 
it is difficult not to ask oneself whether this inquiry has really 
attacked the problem in the way that it presents itself to the 
individual entrepreneur. If he wishes to raise more capital, does 
he ask himself what is the long-term rate of interest? Does he 
not rather ask what is the level at which his own shares stand ! 
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Is it equally clear that anything that affects the latter will be 
without influence on his decision to raise new capital, or to advance 
or postpone the date at which he does it? And can one really 
treat the problem solely from the point of view of the borrower ? 
Is it really true that a given project, with a given series of antici- 
pated yields and a given degree of risk, will be equally readily 
subscribed in all circumstances? Is it not rather true, as Mr. 
Heriderson used, if I remember right, to tell me when I was an 
undergraduate, that if the rate of interest falls, John Bull, 
notoriously unable to stand 2 per cent., will accept added risks in 
order to maintain income, and subscribe to issues which at a higher 
rate could never have been put on the market ? 

If, moreover, the rate of interest is irrelevant, how is the 
balancing of more and less capitalistic methods of production 
supposedly achieved? Take the problem of railway electrifica- 
tion, as considered some years ago by the Weir Committee, and 
more recently in relation to railway operation in the West of 
England. The method of that Committee, and presumably also 
of the more recent investigation, was to measure the capital cost 
and the saving in operation, and to ask whether the latter exceeded 
the probable rate of interest on the former (cf. Weir Committee 
Report, pp. 48, 57 and passim). Or how is the decision to build 
a block of flats reached, if not by comparing anticipated rents and 
anticipated interest changes? If the rate of interest is irrelevant, 
why not also the rent ? 

If one turns to the inquiry into methods of price fixing, 
somewhat similar doubts assail one. Both Mr. Harrod, in his 
introductory discussion, and Mr. Hall and Mr. Hitch, in their 
analysis of the interviews, are deeply impressed by the failure of 
the business man to think in accordance with the processes which 
can be theoretically shown to maximise his profits. Rather, they 
would say, the business man adopts a “ full cost principle,’ from 
which he rarely departs, and that only by pressure of exceptional 
conditions. That conscious calculations of marginal cost and 
marginal revenue are rare it would be impossible to deny. Let 
us admit at once that the evidence here adduced throws grave 
doubt on the usefulness of calculations of maximum revenue, 
more particularly in the short period, for which the meaning and 
content of the demand curve is in any case highly problematic. But 
care must, surely, be exercised before going to the other extreme 
and arguing that full cost is in effect the controlling factor. The 
methods of calculating cost would appear from the analysis to be 
various. But why should many of them be regarded as calcu- 
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lations of ‘‘ cost’ at all? Several firms reckon as “ full cost ” 
the direct cost multiplied by some factor (in several cases approxi- 
mately 2). In what sense does this give full cost? It is based 
on no reasoned assumptions about cost of equipment, its rate of 
depreciation and obsolescence, its average load factor during its 
working life and soon. Would it not be at least equally legitimate 
to say that experience in that industry has taught that, if one 
accepts this empiric formula, one is more likely to survive? In 
other words, that to treat elasticity of demand as about 2 gives the 
best results? And even when the form of calculation of “ full 
cost ’’ is more elaborate, it is in many cases no more certain that it 
really gives cost, rather than a means of arriving at a suitable 
price. Marginal cost is, of course, a meaningless phrase unless one 
indicates the period to which it is relevant. Unfortunately the 
analysis does not disclose one extremely important piece of informa- 
tion—the price-fixing period of the commodities concerned. If 
the needs of sales organisations, of published catalogues, and so on, 
make the period, as so often happens, a year, then the relevant 
marginal costs are those which may be incurred or avoided over 
that period. Thus much of the “‘ overhead cost ”’ is, in terms ofa 
year, really not a fixed but a variable cost, and the actions of cost 
accountants are concerned not so much with distinguishing these 
two, as with assigning to one or other of the large number of 
products of a single concern their due share of general variable 
costs. (It would, of course, be absurd tc suggest that all the costs 
that they assign are variable over a single year.) If, then, a 
firm calculates cost as direct cost plus overheads plus a customary 
percentage for profit, it is still not clear that this gives cost, in any 
true sense, rather than a formula for reaching price. What is 
included in “ overheads”’? What determines this customary 
percentage addition for profit ? 

Are these results, moreover, consistent with the facts as we 
know them? Do prices remain constant when output declines ! 
For a large number of consumption goods of which the fluctuation 
of demand is not great they clearly do. But is it really true to say 
that building quotations, or the prices, of coal, steel, shipping, 
cotton yarn and many other things vary, in the absence of mono- 
poly control, only in so far as there is a variation of their full costs ! 
Is Mr. Harrod’s “‘ moral rule ’’ more than a pious hope that others 
will refrain from cutting price and leave you under no obligation 
to do so? Does Mr. Hall, the College Bursar, never find his 
actions in conflict with those predicted by Mr. Hall, the 
Economist? For the authors do not, I think, sufficiently 
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emphasise (though they mention it) the instability of irrational 
conduct. Perhaps we have been too willing in the past to assume 
that competition would readily lead to the survival of those who 
most rationally pursued profit, and thus to infer that if we 
showed how profit could be maximised, actual conduct would 
approximate to it. But if an irrational line of conduct is assumed 
to be normal, it can only persist so long as few diverge from it, for 
those who diverge in the direction of rationality are more likely 
to survive than those who adhere to it most rigidly. Is it 
illegitimate to assume that it is part of the irrationality of business 
men to find it difficult, indeed almost impossible, to visualise their 
own conduct in circumstances other than those which they are 
accustomed to take as given ? 

That these are difficult matters which will be all the better for 
ventilation and discussion need hardly be said. Short-period 
price fixation is surely a more complex issue, involving more 
ramifications of anticipations of the future course of prices, of the 
discounting of future profits, of the effects of good-will, than most 
writers have openly admitted. If prices are fixed annually, it is 
important not to be caught, when demand recovers, with a price 
so low as to diminish profits substantially. Nor has good-will 
been sufficiently analysed. It is usually assumed (Mr. Harrod 
follows the custom) that good-will is maximised by cutting prices 
and retaining customers. That is possibly true if you are certain 
that your goods are inferior and over-priced. I know one concern, 
however, which takes the view that good-will is maximised by 
disciplining its customers, by refusing ever to appear to suggest 
that it could afford to cut a price, and by forcing customers who 
must temporarily economise to sample the inferior wares of its 
competitors. They return, as soon as they can afford it, with 
reinforced good-will. 

If, then, one believes that these studies have opened more 
questions than they have settled, and that the last word has not 
yet been said, that is not to under-estimate their importance. 
Though I shall not, for the moment, consign all their predecessors 
to the incinerator, I shall keep a place of honour on my shelves for 
Oxford Economic Papers. 

AuUSsTIN ROBINSON 
Sidney Sussex College, 
Cambridge. 














NOTES AND MEMORANDA 


THE DocTRINE oF ‘‘ CONSUMERS’ SOVEREIGNTY ” 


In two recent books which I have had the honour of reviewing 
for the Economic JouRNAL, use has been made of the concept of 
“‘ consumers’ sovereignty.” Professor Hutt employs it in support 
of his case for free competitive institutions ; and Dr. Benham has 
introduced it into his deservedly popular text-book.’ Both 
authors understand it as referring to the part played by con- 
sumers’ demand schedules in settling the flow of production under a 
capitalist system. Insuchasystem, Dr. Benham tells us, “it is the 
preferences of consumers . . . which determine what shall be pro- 
duced,” while Professor Hutt writes that ‘‘ consumers’ sovereignty 
is the stimulus to which productive effort is a response,” though he 
adds that it may receive ‘‘complete or incomplete expression,” 
according to the nature of the “‘ economic institutions tolerated or 
created by the State.” Even in these two quotations a divergence 
of interpretation between the two writers makes its appearance. 
For Dr. Benham consumers’ sovereignty is something which exists : 
under capitalism the consumer is in some sense sovereign. Pro- 
fessor Hutt, on the contrary, is more concerned to say that, as 
things are, the consumer is not completely sovereign, and to 
advocate the setting up of institutions which will accord to him 
the full sovereignty that it is desirable he should possess : what 
Professor Hutt tells us to do is to ‘‘ maximise ” consumers’ 
sovereignty. But this discrepancy is perhaps more apparent 
than real. Both authors would probably agree that, even as things 
are, consumers’ sovereignty exists to some extent, but that it 
could exist to a still greater extent if things were other than 
they are. 

But the notion is open to a number of grave objections. 
First, and outstandingly, there is its use of the term“ sovereignty.” 
This word has been more productive of confusion and logomachy 
than perhaps any other term in the whole range of political 
philosophy and jurisprudence. Before accepting it into the 
vocabulary of economic theory, we are entitled to ask that it be 
defined with scrupulous precision. In fact, however, Professor 


1 Hutt, Economists and the Public, especially Chapter XVI; Benham, 
Economics, pp. 158 ff. (Cf. Economic Journal, Vols, XLVII, p. 97; XLIX, p. 317). 
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Hutt tells us little more than that he understands by it “ ultimate 
power ”’—and we are left to work out for ourselves what is meant 
by “ultimate” and how we are to interpret “power.” Dr. 
Benham offers us two metaphors : under capitalism the consumer 
is sovereign in the sense of being “a monarch ” and “ the final 
arbiter.” 

Secondly, though the proposition “ the consumer is sovereign ”’ 
can be interpreted in such a way as to be formally unobjectionable, 
yet it has implications and overtones which are thoroughly 
misleading. 

(1) It is true that with given productive resources, given 
technical knowledge, and a given institutional setting the decision 
as to how much of each commodity shall actually be produced will 
rest with the forces of demand. Consumers’ preferences, then, 
can be regarded as the ‘‘ determining ” factor in the total situa- 
tion—provided that all other factors are taken as given. 

It is also true that consumption is the end of economic activity. 
Consumers’ preferences may be said, therefore, to have a logical 
“ priority ”’ over the other elements in the situation—viz., in the 
sense in which ends can be said to be “‘ prior ” to means. 

Of these two propositions, the first is purely analytical: any 
influence operating in a complex situation can be described as the 
“determining ”’ influence if all the other influences are taken as 
“ given ”’—that is what we mean in such a context by the word 
“determining.” The second proposition, however, points to a 
matter of substance and importance—though, as we shall see, it is 
open to misinterpretation unless treated with considerable care. 

(2) Clearly, however, we have not exhausted the content of 
the proposition that the consumer is sovereign, when we have 
said that in an otherwise given situation he determines production 
and that he is logically prior to the other persons concerned. 
In addition, the doctrine of consumers’ sovereignty seems to con- 
tain at least three other elements: that (under capitalism) 
consumers’ preferences are in some sense independent and 
“autonomous ” factors in the total situation; that they are of 
greater ultimate significance than other manifestations of economic 
choice; and that their maximum realisation represents an ideal or 
norm of economic policy. None of these further propositions can 
be allowed to pass unchallenged. 

(a) Dr. Benham admits that in the world as we know it demand 
schedules are not wholly ‘‘ autonomous ”’ factors in the economic 
situation. Quite apart from the limitations on choice imposed by 
monopolies and by State intervention, consumers’ decisions as to 
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what they want to buy are themseives affected by propaganda on 
the part of those with goods to sell. This difficulty, however, he 
explains away by an extension of his metaphor: a monarch, he 
says, is still sovereign even if he allows himself to be advised and 
cajoled by his subjects. And Professor Hutt (though he does not 
deal with the point explicitly) might add that while in such cases 
the actual power is wielded by the propagandist, yet the “ ultimate” 
power continues to rest with the consumer. If this is a way of 
saying that consumers if they chose could ignore the blandish- 
ments of advertisers and the pressure of salesmen, I will not quarrel 
with it. But we must not use it as an excuse for ignoring the 
de facto influence of producers’ propaganda upon consumers’ 
preferences. After all, the function of economics is to explain 
the nature and working of the economic system as we know it; and 
from this point of view it is not less important to emphasise that in 
fact the monarch allows himself to be swayed by the cajoleries of 
his slaves than to point out that in law he need not.! 

(6) The doctrine of consumers’ sovereignty implies, perhaps 
even entails, that preferences on the side of demand are funda- 
mentally and in principle more important than those on the side 
of supply. I cannot see any ground for accepting such a view, 
which, indeed, seems to fly in the face of the elementary tenets of 
value theory. The supply of factors of production for productive 
purposes is not a datum, even with a given population and given 
material resources ; on the contrary, it depends on the choices and 
preferences of the owners of these factors—on labourers and on 
property-owners. And though there may be room for differences 
of opinion as to the best way of analysing these, some of us pre- 
ferring to treat them in terms of opportunity costs, while others 
continue to use the concepts of embodied cost and disutility, yet 
there can surely be no doubt in the minds of anyone that the amount 
that is produced of any commodity and the value at which it sells 
depend in principle as much upon the unwillingness of factor- 
owners to provide the necessary resources for their production as 
upon the willingness of consumers to buy and pay for them. 

Neither of our two authors makes his position really clear on 


1 Dr. Benham, in addition, offers two grounds for thinking that the actual 
importance of advertising, etc., for the working of the price-system is not very 
great: (i) ‘‘many non-advertised goods meet with a wide sale”’; and (ii) 
‘* usually if one brand of a commodity is widely advertised, so are rival brands, and 
the consumer must decide between them.’’ But these considerations prove only 
that advertising still leaves some freedom to the consumer—a proposition which, 
so far as I know, has never been disputed; they do not in the least show that the 
effect of advertising on his actual decisions is negligible. 
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this question. Dr. Benham in effect ignores it. He offers a series 
of illustrations designed to “‘ establish the fact that under capital- 
ism the final arbiter is the consumer.’’ But in fact these do no 
more than show how consumers’ demand schedules may influence 
the flow of production; and had he cared to construct a second 
series of illustrations showing how the flow of production is 
influenced by the supply schedules of labourers and property- 
owners, he might with equal justice have deduced that under 
capitalism the final arbiter is the producer ! 4 

Professor Hutt, however, recognises that the problem of factor 
supply schedules constitutes a threat to the validity of the 
doctrine of consumers’ sovereignty. The argument whereby he 
seeks to preserve that doctrine from attack is as follows. In 
so far as individual labourers (or property-owners) decide not to 
produce, preferring leisure and/or the enjoyment of their own 
resources to receiving a money income, they are to be regarded as 
contracting out of the productive process. Qua individuals, 
then, they admittedly escape from the sovereignty of the con- 
sumer—the words ‘consumer’ and “ producer” cease to be 
applicable to their case. Nevertheless qua producers—i.e., 
in so far as they do in fact decide to produce—they remain the 
subjects of the consumer. 

To this, however, we need only rejoin that, since for almost 
everybody the ability to consume depends on the willingness to 
supply labour or property for productive purposes, the ultimate 
power—i.e., the ‘‘ sovereignty ’—rests not with consumers as 
such, but with the men and women who are potentially con- 
sumers and producers, and who can decide (within the limits 
imposed by technical, institutional and other factors) whether to 
be both or to be neither. 

(c) Finally, the notion of consumers’ sovereignty suggests 
to Professor Hutt (not, I think, to Dr. Benham) that the best use 
of the community’s resources is that use which gives the fullest 
possible expression to the will of the people as consumers ; and 
he proposes as a norm of economic policy the ‘‘ maximisation of 
consumers’ sovereignty.’ Here again the neglect of the producers’ 
side of the picture is startling. Let us admit once again that 
production is, primarily at least, to be judged as the means to an 
end—viz., consumption. But consumption is, in its turn, no more 


1 In his discussion of wages some eighty pages later, Dr. Benham observes 
that the supply of labour depends on “‘ scales of preferences ’’—viz., as between 
leisure pursuits and money income—as does the demand for consumption goods. 
(Op. cit., p. 237). But there is no hint that this is relevant to the general concept 
of the “ controlling power of demand.” 
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than the means to a further end—an end which, for lack of a 
better name, we may call “the good life.’ And the good life 
concerns the whole man, not merely the consumer qua consumer ; 
its realisation demands that work shall be as far as possible 
healthy, attractive, and psychologically satisfying, no less than that 
non-working hours shall be well endowed with consumption 
goods. If Professor Hutt were to be taken at his word, we should 
have to believe that the only test of the desirability of a given 
flow of production is the utility to consumers of the products it 
yielded—that the sacrifices and discomforts of the producers (or, 
for that matter, the happiness and satisfactions they derive from 
their work) are of no relevance whatever from the point of view 
of total welfare. I cannot believe that he really means this; but 
if he does not, then to describe the norm of economic policy in 
terms of “‘ consumers’ sovereignty ”’ is, I suggest, mere mystifica- 
tion. 

(3) If I am right, then the propositions contained or implied 
in the doctrine of consumers’ sovereignty are either such as could 
readily be expressed in less metaphorical and emotive language, 
or else they are in important respects misleading and confusing. 
To which one further point may be added. Both our authors 
expound the doctrine with reference to “capitalism,” and the 
unwary reader will receive the impression that it is only under the 
institutions of free enterprise and private property in the means of 
production that consumers can have any influence in determining 
what goods shall be available for consumption. In the interests 
of objectivity it is surely highly undesirable to introduce a political 
element, so dubious and controversial in nature, into what purports 
to be a contribution to pure economic analysis. 

Might we not agree: (1) to refrain from introducing 
‘* sovereignty ’’ into the vocabulary of economic theory; or, 
failing this, (2) to define it with complete precision, and (3) to 
dissociate it from ‘‘ consumers ”’ ? 

L. M. FRASER 
King’s College, 
Old Aberdeen 
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WELFARE PROPOSITIONS OF ECONOMICS AND INTER- 
PERSONAL COMPARISONS OF UTILITY 


In the December 1938 issue of the Economic JouRNAL 
Professor Robbins returns to the question of the status of inter- 
personal comparisons of utility.1 It is not the purpose of this 
note to question Professor Robbins’ view regarding the scientific 
status of such comparisons; with this the present writer is in 
entire agreement. Its purpose is rather to examine the relevance 
of this whole question to what is commonly called ‘“ welfare 
economics.” In previous discussions of this problem it has been 
rather too readily assumed, on both sides, that the scientific 
justification of such comparisons determines whether “‘ economics 
as a science can say anything by way of prescription.” The 
disputants have been concerned only with the status of the 
comparisons; they were—apparently—agreed that the status 
of prescriptions necessarily depends on the status of the 
comparisons. 

This is clearly Mr. Harrod’s view. He says: ? ‘‘ Consider the 
Repeal of the Corn Laws. This tended to reduce the value of a 
specific factor of production—land. It can no doubt be shown 
that the gain to the community as a whole exceeded the loss to 
the landlords—but only if individuals are treated in some sense as 
equal. Otherwise how can the loss to some—and that there was 
a loss can hardly be denied—be compared with the general gain ? 
If the incomparability of utility to different individuals is strictly 
pressed, not only are the prescriptions of the welfare school ruled 
out, but all prescriptions whatever. The economist as an adviser 
is completely stultified, and unless his speculations be regarded as 
of paramount aesthetic value, he had better be suppressed com- 
pletely.” This view is endorsed by Professor Robbins :* “ All 
that I proposed to do was to make clear that the statement that 
social wealth was increased [by free trade] itself involved an arbi- 
trary element—that the proposition should run, if equal capacity 
for satisfaction on the part of the economic subjects be assumed, 
then social wealth can be said to be increased. Objective analysis 
of the effects of the repeal of duties only showed that consumers 
gained and landlords lost. That such an arbitrary element was 


1 “ Interpersonal Comparisons of Utility : A Comment,’’ Economic JOURNAL, 
December 1938, pp. 635-691. 

2 “Scope and Method of Economics,”’ ibid., September 1938, pp. 396-397. 
(Italics mine.) 
* Loc. cit., p. 638. 
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involved was plain. It seemed no less plain, therefore, that, 
here as elsewhere, it should be explicitly recognised.” 

It can be demonstrated, however, that in the classical argument 
for free trade no such arbitrary element is involved at all. The 
effects of the repeal of the Corn Laws could be summarised as 
follows : (i) it results in a reduction in the price of corn, so that 
the same money income will now represent a higher real income; 
(ii) it leads to a shift in the distribution of income, so that some 
people’s (7.e., the landlord’s) incomes (at any rate in money terms) 
will be lower than before, and other people’s incomes (presumably 
those of other producers) will be higher. Since aggregate money 
income can be assumed to be unchanged, if the landlords’ income 
is reduced, the income of other people must be correspondingly 
increased. It is only as a result of this consequential change in 
the distribution of income that there can be any loss of satisfac- 
tions to certain individuals, and hence any need to compare the 
gains of some with the losses of others. But it is always possible 
for the Government to ensure that ‘he previous income-distri- 
bution should be maintained intact: by compensating the 
“landlords ”’ for any loss of income and by providing the funds 
for such compensation by an extra tax on those whose incomes 
have been augmented. In this way, everybody is left as well off 
as before in his capacity as an income recipient ; while everybody 
is better off than before in his capacity asa consumer. For there 
still remains the benefit of lower corn prices as a result of the repeal 
of the duty. 

In all cases, therefore, where a certain policy leads to an 
increase in physical productivity, and thus of aggregate real 
income, the economist’s case for the policy is quite unaffected by 
the question of the comparability of individual satisfactions; 
since in all such cases it is possible to make everybody better off 
than before, or at any rate to make some people better off without 
making anybody worse off. There is no need for the economist to 
prove—as indeed he never could prove—that as a result of the 
adoption of a certain measure nobody in the community is going to 
suffer. In order to establish his case, it is quite sufficient for him 
to show that even if all those who suffer as a result are fully com- 
pensated for their loss, the rest of the community will still be 
better off than before. Whether the landlords, in the free-trade 
case, should in fact be given compensation or not, is a political 
question on which the economist, gua economist, could hardly 
pronounce an opinion. The important fact is that, in the argument 
in favour of free trade, the fate of the landlords is wholly irrele- 
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yant : since the benefits of free trade are by no means destroyed 
even if the landlords are fully reimbursed for their losses.* 

This argument lends justification to the procedure, adopted 
by Professor Pigou in The Economics of Welfare, of dividing 
“welfare economics ”’ into two parts: the first relating to pro- 
duction, and the second to distribution. The first, and far the 
more important part, should include all those propositions for 
increasing social welfare which relate to the increase in aggregate 
production ; all questions concerning the stimulation of employ- 
ment, the equalisation of social net products, and the equalisation 
of prices with marginal costs, would fall under this heading. 
Here the economist is on sure ground; the scientific status of his 
prescriptions is unquestionable, provided that the basic postulate 
of economics, that each individual prefers more to less, a greater 
satisfaction to a lesser one, is granted. In the second part, 
concerning distribution, the economist should not be concerned 
with ‘“‘ prescriptions ”’ at all, but with the relative advantages of 
different ways of carrying out certain political ends. For it is 
quite impossible to decide on economic grounds what particular 
pattern of income-distribution maximises social welfare. If the 
postulate of equal capacity for satisfaction is employed as a 
criterion, the conclusion inescapably follows that welfare is neces- 
sarily greatest when there is complete equality; yet one certainly 
cannot exclude the possibility of everybody being happier when 
there is some degree of inequality than under a régime of necessary 
and complete equality. (Here I am not thinking so much of 
differences in the capacity for satisfactions between different 
individuals, but of the satisfactions that are derived from the 
prospect of improving one’s income by one’s own efforts—a 
prospect which is necessarily excluded when a régime of complete 
equality prevails.) And short of complete equality, how can the 

1 This principle, as the reader will observe, simply amounts to saying that 
there is no interpersonal comparison of satisfactions involved in judging any 
policy designed to increase the sum total of wealth just because any such policy 
could be carried out in a way as to secure unanimous consent. An increase in the 
money value of the national income (given prices) is not, however, necessarily 
a sufficient indication of this condition being fulfilled : for individuals might, as a 
result of a certain political action, sustain losses of a non-pecuniary kind—e.g., 
if workers derive satisfaction from their particular kind of work, and are obliged 
to change their employment, something more than their previous level of money 
income will be necessary to secure their previous level of enjoyment; and the 
same applies in cases where individuals feel that the carrying out of the policy 
involves an interference with their individual freedom. Only if the increase in 
total income is sufficient to compensate for such losses, and still leaves something 
over to the rest of the community, can it be said to be “ justified ’’ without 


resort to interpersonal comparisons. 
No. 195.—voL. XLIx. PP 














552 THE ECONOMIC JOURNAL (SEPT. 


economist decide precisely how much inequality is desirable—i.e., 
how much secures the maximum total satisfaction? All that 
economics can, and should, do in this field, is to show, given the 
pattern of income-distribution desired, which is the most con- 


venient way of bringing it about. 
NICHOLAS KaALDOoR 
London School of Economics. 





Economic WELFARE 


In his paper on the ‘‘ Scope and Method of Economics,” Mr. 
Harrod contends that ‘‘ some sort of postulate of equality has to be 
assumed ”’! by the economist acting as an adviser about policies 
which involve a redistribution of income. “If the incom- 
parability of utility to different individuals is strictly pressed, not 
only are the prescriptions of the welfare school ruled out, but all 
prescriptions whatever.” ? Professor Lionel Robbins, however, 
** still cannot believe that it is helpful to speak as if interpersonal 
comparisons of utility rest upon scientific foundations—that is, 
upon observation or introspection.” * He thinks that “ the 
assumption of equality comes from outside, and that its justifica- 
tion is more ethical than scientific.” 4 But he agrees “ that it is 
fitting that such assumptions should be made and their implica- 
tions explored with the aid of the economist’s technique.” ® 

The following notes are intended to show that economists can, 
without “‘ assuming some sort of postulate of equality,” give 
prescriptions about policies which involve a redistribution of 
income. Robbins’ insistence on tracing economic effects back to 
the individual has apparently caused him to overlook the fact that 
in solving most economic problems we do not have to compare the 
utility of the marginal increments to two isolated individuals. 
We have to deal with the effect of changes in the composition 
of the national income on groups in a community. For example, 
we might have to consider the effects of a redistribution of income 
caused by a tariff or increases in wages or changes in rates of 
interest, or we might have to choose between various scales of 
taxation. In these cases we are concerned with the effects on 
various groups of people, some of whom are richer and some 
poorer. 

In a homogeneous population we know that measurable 
characteristics are distributed in much the same way in any two 


1,2 Economic JOURNAL, September 1938, p. 397. 
* Ibid., December 1938, p. 640. *, 5 Ibid., December 1938, p. 641. 
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large groups. For example, if two large groups of equal numbers 
are selected at random we find about the same number in each group 
of any particular height, or chest measurement, or head breadth or 
physical prowess. As far as we can measure mental characteristics 
by examinations or intelligence tests, the same kind of distribution 
isfound. There is therefore a good reason to expect that the same 
kind of distribution of capacity to enjoy expenditure would be 
found in any two groups selected at random. For all practical 
purposes, groups selected by differences in income are selected at 
random as far as this characteristic is concerned. We may there- 
fore expect to find in each of any two such groups of equal numbers 
the same number of people of any particular capacity to enjoy 
expenditure. It is true that as an individual grows richer, 
experience and education may improve his innate capacity for 
enjoyment, but observation and introspection allow us to assume 
that this improvement is not sufficient to prevent the marginal 
utility of money from falling. We may imagine the two groups to 
be paired and units of money transferred from individuals in the 
richer group to individuals of the same innate capacity to enjoy 
expenditure in the poorer. Each such transfer will bring a greater 
gain of utility to the member of the poorer group than the loss of 
utility suffered by the member of the richer group. Thus the whole 
transfer may be said to increase economic welfare. 

This device will enable us to answer most of the problems 
connected with the effect upon economic welfare of transfers of 
income from one group to another, even though we have no means 
of deciding the effect of the transfer of a unit of money from one 
individual to another. 

L. G. MELVILLE 
Sydney. 





A QUARTERLY ProFits INDEX 


Tue difficulty in constructing an index of company profits is 
that the companies reporting end their financial years at different 
times. Moreover, accounts are only published annually, so that 
uniform data to cover a particular year, still less a particular 
quarter, are not available. So far as an annual index is concerned, 
the reported profits in the fourth quarter of one year to the third 
quarter of the following year give the best indication of earnings 
in the first year, the weighted terminal date of the four sets of 
reports being December 25 (Stamp, Journal of Royal Statistical 











554 THE ECONOMIC JOURNAL [SEPT, 


Society, 1932; or January 3 for a smaller but more recent sample 
calculated in Economist, January 14, 1939). 

It is possible to construct by a graphical method a quarterly 
index which takes into account the actual earnings of all com- 
panies no matter when they report. The Economist publishes 
company profits, dividing companies into four groups, according 
to the quarter in which they report. Since the composition of 
the quarterly sets of reports is variable, an index for each set of 
companies can only be constructed by the chain method, with 
any set of fourth- to third-quarter companies as base 100, other 
periods being shown as percentage increases or decreases on the 
base. The periods of earnings covered by the four sets of reports 
are as follows :— 





Bae ad a. , r 
Companies Reporting! Mean Terminal Centre of Year 





in Quarter. Date. | of Earnings. 
1 December 19 June 19 
2 | February 4 August 4 
3 April 17 October 17 
4 | August 8 February 8 
{ 





(Lord Stamp in Journal of Royal Statistical Society, 1932. Calculations relate 
to period 1911-31, but are assumed to hold good for later years.) 


The chain indices for each set of companies are then plotted 
on a graph as a series of rectangles, not in the quarter in which 
the profits are reported, but to cover the actual period in which 
the profits were earned. The rate of profit is not, however, 
fixed throughout one year, changing suddenly at the year end 
to another fixed rate and so on. The area enclosed by one set 
of rectangles represents the total amount of profit earned in the 
years covered. To allow for the changing rate of profits through- 
out the year a smoothed curve is drawn through each series of 
rectangles enclosing an area equal to that of the rectangles, while 
that portion of the curve covering any particular year also 
encloses an area equal to that of the rectangle originally drawn 
for that year. If an average is taken of the monthly readings 
off the smoothed curve for any year, that average will be the 
profit index for that year as originally given. This method 
assumes that the rate of earnings within each year follows the 
line of a smoothed curve, and though this is not necessarily true 
for any individual company, it is probably true of companies in 
the aggregate, and is in any case far truer than the assumption 
that the rate of profit remains constant right through each year 
and then jumps up or down to a new level for the next year. 
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Four curves having been obtained showing relative changes 
in the volume of profit, for companies reporting at different times, 
a quarterly index for each set of companies is then compiled by 
reading off each curve the indices for the middle of each quarter. 
It remains to combine the four sets of indices to obtain a single 
profits curve, comprising the experience of the whole range of 
selected companies. This is done by weighting each index number 
with the actual profit it represents, as follows—e.g., First-quarter 
companies, year of earnings 1928 :— 

Economist chain index 98-1 (1929 = 100). Actual profits £59-9 mn. 
Interpolated quarterly readings from curve 

for 1928 . . . . . . 975 97-7 982 99-0 
Then sterling profits to correspond, £mn. . 59-6 59-7 60-0 60-5 
Other methods of weighting—viz., average capitals of each set 
of companies, actual capitals, average profits—give indices which, 
for the greater part of the period covered, deviate from each 
other considerably less than 1 per cent. Slightly wider varia- 
tions are found at the bottom of the 1930-32 trough. 

The resulting quarterly index, if plotted against the annual 
index, gives very close correlation, except at the turn of the 
cyclical trends, where the interpolation of quarterly figures gives 
valuable detail. The following table shows the turning points 
(in quarters and years) of each set of companies and of the com- 
bined index :— 





| l 
Companies Re- | | 

















porting in | | All Companies. 
Quarters : S 2. 3. | 
Peak 1927-29 . | 2nd, 1929 | 3rd, 1929 | 4th, 1927 | 4th, 1928 | 2nd, 1929 
Trough 1931-32 | 3rd, 1932 | 4th, 1931 | 2nd, 1932 | 3rd, 1931 | 2nd, 1932 
Peak 1937 ‘ | 3rd, 1937 | 2nd, 1937 | Ist, 1937 | 2nd, 1937 | 2nd—3rd, 1937 


| ! ! 





The index for each quarter takes into account the profits 
actually being earned in that quarter by all companies entering 
into the Economist sample. The most recent quarters can only 
be calculated by drawing in the trend without precise knowledge 
of its slope, save that provided by the movements of the latest 
reported profits, but in practice there is little difficulty in doing 
this, and the estimated curve has been proved correct when later 
sets of figures have become available. 

The Economist has recently prepared a quarterly index using 
the moving annual total method (described in issue of January 
14,1939). The index for each quarter is the average of the chain 
indices for the four latest sets of reports weighted by the actual 
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profits. But this method is open to the objection that it is not 
statistically sound to make a moving annual average out of over- 
lapping data, since the old figures are repeated in this case four 
times. That is, the index combines the profits of four sets of 
companies earned at different times as if they were all current 
at the same time. Each company’s annual profit is incorporated 
four times into the quarterly figures, although annual profits may 
be rising at the rate of, say, 15 per cent. per annum (1932-37), 
As soon as profits begin to decline the effect of this error becomes 
serious, since the three sets of companies which have not yet 
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reported are still assumed to be earning at the old rate. Not 
till a year has elapsed will peak profits have been eliminated from 
a falling trend. ‘Two faults therefore occur: (1) the turn of the 
cycle is shown late, (2) comparison with foregoing periods is 
vitiated by the time-lag. These are illustrated in the accompany- 
ing graph. The Economist quarterly index, instead of interpolat- 
ing into the annual index, runs with the latter only either side of 
the base period 1935. The effect of the time-lag is clearly seen 
in comparison with the graphically constructed index: over the 
whole period shown the two quarterly curves have a mean devia- 
tion of 5-1 per cent., but from the first quarter of 1928 to the first 
quarter of 1932 the deviation is 8-8 per cent., from the second 
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Quarterly Profit Indices, Third Quarter 1935 = 100 


(Showing period of earnings.) 





























| Ec “et Economist, 
Year. | Quarter. G.O.H. Index. Ate 4th-3rd Quarters, 
New Index. Aesent Tieden 
1927 3 107-4 inst | 
4 107-7 —_ 104-6 
1928 1 107-0 115-5 
2 106-9 115-9 
3 106-8 113-7 106-1 
4 107°3 113-0 
1929 1 108-7 113-1 
2 111-2 114-7 | 
3 110-7 116-5 107-6 
4 108-8 115-5 
1930 1 103-6 111-7 
2 94-0 107-4 
3 85-7 101-3 86:1 
4 80-0 93-6 | 
1931 1 74:8 87-2 } 
2 70-8 81-7 
3 67-4 73°3 65-0 
4 65:8 69-9 
1932 1 65°3 69-1 
2 65-0 66-3 
3 66-1 67-6 65-2 
4 67-4 66-8 
1933 1 70-4 68-5 
3 73-9 70-1 
3 77-0 74-6 75:8 
4 80-5 76-7 
1934 1 83-7 79-7 
2 86-8 83:8 
3 89-6 88-9 88-6 
4 92-5 90-2 
1935 1 95-2 92-4 
2 97-8 96-6 
3 100-0 100-0 100-0 
4 103-3 102-0 
1936 1 106-6 104-5 
2 112-1 108-6 
3 116-9 118-3 116-0 
4 121-8 120-9 
1937 1 127-0 125-2 
2 129-7 128-7 
3 129-8 131-7 127-2 
4 128-1 131-6 
1938 1 121-5 130-3 
2 117-4 127-1 
3 115-0 (prov.) 122-9 — 
4 | 113-0 (v. prov.) _ 
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quarter of 1932 to the third quarter of 1937 it is 2-1 per cent., 
and from the fourth quarter of 1937 to the third quarter of 1938 
it is 6-2 per cent., with a maximum deviation in this last period 
of 8} per cent. in the second quarter of 1938. From 1929 to 
1933 the Economist quarterly curve lags some 10 per cent. behind 
the annual curve, with a deviation in the middle of 1931 of 16 
per cent. The series of jumps in which the quarterly curve rises 
from the very bumpy bottom of 1932 is hardly likely to represent 
any real profit experience. 

To the objection that the graphical quarterly index gives 
‘“‘ assumed ” and not “ reported ” profits, the answer is that until 
all companies end their financial years at the same time and 
publish quarterly profits, any index must be calculated; and it 
is suggested that the method described, which seeks to establish 
the current profits of all companies in each quarter, gives the 
most accurate results within the limits of the available data. 
In other words, the curve of quarterly earnings is, as nearly as 
may be established, a true picture of the changing profitability 
of the aggregate of the companies considered. 

G. O. Hoskins 
London. 





OFFICIAL PAPERS 


THE LEAGUE OF NATIONS 
PROFESSOR TINBERGEN’S MretHop 


A Method and its Application to Investment Activity. By J. 
Tinbergen. (Statistical Testing of Business-Cycle Theories I.) 
(Geneva : League of Nations, 1939. Pp. 169. 3s. 6d.) 


In the preface to this volume Mr. Loveday explains that it is 
to be regarded as the first instalment of the second stage of the 
investigation of the League of Nations’ inquiry into the Business 
Cycle, of which Prof. von Haberler’s Prosperity and Depression 
was the first stage. The ultimate object is to apply statistical 
tests to the alternative theories of the Business Cycle catalogued 
by Prof. von Haberler. But this instalment is limited to an 
explanation of the statistical method which it is proposed to 
employ, followed by three examples. In the first chapter Prof. 
Tinbergen deals with some of the logical issues involved; in the 
second chapter he explains in general terms the method of 
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multiple correlation analysis; and in the next three chapters he 
applies this method to three selected examples—namely, Fluctua- 
tions in Investment, Residential Building, and Investment in 
Railway Rolling-stock. 

The second chapter, which gives in brief compass a most 
lucid account of the statistical method to be employed, is very 
good indeed. But the first chapter, which should deal with the 
difficult logical problems involved in applying to economic data 
methods which have been worked out in connection with material 
of a very different character, is grieviously disappointing. So far 
as it goes, it is helpful; but it occupies only four pages, and it 
leaves unanswered many questions which the economist is 
bound to ask before he can feel comfortable as to the conditions 
which the economic material has to satisfy, if the proposed 
method is to be properly applicable. Since Mr. Loveday invites 
criticisms and suggestions as to future procedure, I would urge 
that the next instalment should be primarily devoted to the 
logical problem, explaining fully and carefully the conditions 
which the economic material must satisfy if the application of 
this method to it is to be fruitful. 

Prof. Tinbergen is obviously anxious not to claim too much. 
If only he is allowed to carry on, he is quite ready and happy at 
the end of it to go a long way towards admitting, with an engaging 
modesty, that the results probably have no value. The worst 
of him is that he is much more interested in getting on with the 
job than in spending time in deciding whether the job is worth 
getting on with. He so clearly prefers the mazes of arithmetic 
to the mazes of logic, that I must ask him to forgive the criticisms 
of one whose tastes in statistical theory have been, beginning 
many years ago, the other way round. Let me catalogue the 
questions to which I should like to get an answer in the next 
instalment. 

(1) Prof. Tinbergen begins with a very important and 
necessary admission. ‘‘ The part which the statistician can play 
in this process of analysis,” he explains on p. 12, “‘ must not be 
misunderstood. The theories which he submits to examination 
are handed over to him by the economist, and with the economist 
the responsibility for them must remain; for no statistical test 
can prove a theory to be correct.’ Can the statistical test, 
nevertheless, prove a theory to be incorrect? Here also Prof. 
Tinbergen qualifies his claims, but he does go so far as to say : 
“It can, indeed, prove that theory to be incorrect, or at least 
incomplete, by showing that it does not cover a particular set 
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of facts.” But is not this going too far? At best, only those 
theories can be shown to be incorrect which, in the view of the 
economist who advances them, accept as applicable the various 
conditions which will be set forth below. 

At any rate, Prof. Tinbergen agrees that the main purpose of 
his method is to discover, in cases where the economist has 
correctly analysed beforehand the qualitative character of the 
causal relations, with what strength each of them operates, 
If we already know what the causes are, then (provided all the 
other conditions given below are satisfied) Prof. Tinbergen, 
given the statistical facts, claims to be able to attribute to the 
causes their proper quantitative importance. If (anticipating 
the conditions which follow) we know beforehand that business 
cycles depend partly on the present rate of interest and partly 
on the birth-rate twenty years ago, and that these are independent 
factors in linear correlation with the result, he can discover 
their relative importance. As regards disproving such a theory, 
he cannot show that they are not vere cause, and the most he 
may be able to show is that, if they are vere cause, either the 
factors are not independent, or the correlations involved are not 
linear, or there are other relevant respects in which the economic 
environment is not homogeneous over a period of time (perhaps 
because non-statistical factors are relevant). 

Am I right in thinking that the method of multiple correlation 
analysis essentially depends on the economist having furnished, 
not merely a list of the significant causes, which is correct so far 
as it goes, but a complete list? For example, suppose three 
factors are taken into account, it is not enough that these should 
be in fact vere cause ; there must be no other significant factor. 
If there is a further factor, not taken account of, then the method 
is not able to discover the relative quantitative importance of 
the first three. If so, this means that the method is only ap- 
plicable where the economist is able to provide beforehand a 
correct and indubitably complete analysis of the significant 
factors. The method is one neither of discovery nor of criticism. 
It is a means of giving quantitative precision to what, in qualita- 
tive terms, we know already as the result of a complete theoretical 
analysis—provided always that it is a case where the other 
considerations to be given below are satisfied. 

(2) The next condition is that all the significant factors are 
measurable (and, presumably it should be added, that we have 
adequate statistical knowledge of their measure). Prof. Tin- 
bergen states this condition with emphasis, but he does so in 
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terms which do not satisfy me without further explanation. He 
writes (p. 11) :— 

“ The inquiry is, by its nature, restricted to the examina- 
tion of measurable phenomena. Non-measurable phenomena 
may, of course, at times exercise an important influence on 
the course of events; and the results of the present analysis 
must be supplemented by such information about the extent 
of that influence as can be obtained from other sources.” 


He suggests here that the method can be usefully applied if 
some of the factors are measurable, the results obtained from 
examining these factors being ‘‘ supplemented ’”’ by other in- 
formation. But how can this be done? He does not tell us. 
His method of calculating the relative importance of these 
measurable factors essentially depends on the assumption that 
between them they are comprehensive. He gives them such 
regression coefficients that they completely explain the pheno- 
menon under examination. How can they be “ supplemented ” 
by other information ? 

If it is necessary that all the significant factors should be 
measurable, this is very important. For it withdraws from the 
operation of the method all those economic problems where 
political, social and psychological factors, including such things 
as government policy, the progress of invention and the state 
of expectation, may be significant. In particular, it is inapplicable 
to the problem of the Business Cycle. 

(3) Must we push our preliminary analysis to the point at 
which we are confident that the different factors are substantially 
independent of one another? This is not discussed. Yet I 
think it is important. For, if we are using factors which are 
not wholly independent, we lay ourselves open to the extra- 
ordinarily difficult and deceptive complications of “‘ spurious ”’ 
correlation. 

Moreover, Prof. Tinbergen is concerned with “ sequence 
analysis’; he is dealing with non-simultaneous events and 
time-lags. What happens if the phenomenon under investigation 
itself reacts on the factors by which we are explaining it? For 
example, when he investigates the fluctuations of investment, 
Prof. Tinbergen makes them depend on the fluctuations of profit. 
But what happens if the fluctuations of profit partly depend (as, 
indeed, they clearly do) on the fluctuations of investment ? 
Prof. Tinbergen mentions the difficulty in a general way in a 
footnote to p. 17, where he says, without further discussion, that 
“one has to be careful.” But is he? What precautions does 


‘ 














562 THE ECONOMIC JOURNAL [SEPT, 


he take? On p. 39, in a passage which I do not fully under- 
stand, he suggests that the difficulty can be overcome by some 
adjustment of time-lag. It is not so easy for the reader to see 
his way through a logical problem of this kind, that it can be 
safely left without a clear and comprehensive discussion. 

In practice Prof. Tinbergen seems to be entirely indifferent 
whether or not his basic factors are independent of one another, 
For example, when he examines the fluctuations of investment, 
his basic factors are: (1) profits earned, (2) the price of capital 
goods, (3) interest rates, (4) profit margins, (5) index of production 
of consumers’ goods, (6) rate of increase in the general price-level, 
I infer that he considers independence of no importance. But 
my mind goes back to the days when Mr. Yule sprang a mine 
under the contraptions of optimistic statisticians by his dis- 
covery of spurious correlation. In plain terms, it is evident that 
if what is really the same factor is appearing in several places 
under various disguises, a free choice of regression coefficients can 
lead to strange results. It becomes like those puzzles for children 
where you write down your age, multiply, add this and that, 
subtract something else, and eventually end up with the number 
of the Beast in Revelation. 

The mention of the above example suggests another point 
worth enlarging on for the sake of illustration. It will be observed 
that Prof. Tinbergen includes profits earned and the rate of interest 
as amongst the factors influencing investment. But, as Prof. 
Tinbergen himself points out (p. 66), some economists would 
argue that it is the difference between these two factors which 
matters, rather than their absolute amounts. How does that 
affect matters? Moreover, they would mean the difference be- 
tween profits measured as a percentage on current cost of capital- 
goods and the rate of interest. Now, Prof. Tinbergen does not 
seem to care in what unit he measures profit. For the pre-war 
United States it is the share price index, for the pre-war United 
Kingdom non-labour income, for pre-war Germany dividends 
earned as a percentage of capital, for the post-war United States 
the net income of corporations, and for the post-war United 
Kingdom net profits earned as a percentage of capital. Thus 
it is sometimes a rate and sometimes an absolute quantity; 
and when in the final outcome he multiplies this hotch-potch, 
sometimes by a large coefficient and sometimes by a small one, 
and then subtracts from it the rate of interest multiplied (usually) 
by a small coefficient, I do not know whether there is room here 
for the theory that investment may be governed by the difference 
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between the rate of profit 1 on cost and the rate of interest on 
loans, or whether we have merely reached the number of the 
Beast. Prof. Tinbergen is by no means unaware of what a 
difference the way he measures profit can make. He gaily 
points out (p. 57) as a matter of some interest, but not of any 
concern, that the series which he takes to represent profits in 
Germany leads to a regression coefficient for that factor twice 
as great as the series he takes for the United States, and the series 
he takes for Great Britain to a coefficient nearly four times as 
great. (This is an extraordinary example of the candid way in 
which, if only he is allowed to get on with all this arithmetic 
unhindered, he is ready to admit at the end of it what must seem 
to the reader to be devastating inconsistencies.) He insists 
that his factors must be measurable, but about the units in which 
he measures them he remains singularly care-free, in spite of the 
fact that in the end he is going to add them all up. 

(4) Prof. Tinbergen explains (p. 25) that, generally speaking, 
he assumes that the correlations under investigation are linear :— 


“As a rule, curvilinear relations are considered in the 
following studies only in so far as strong evidence exists. 
A rough way of introducing the most important features of 
curvilinear relations is to use changing coefficients—for 
instance, one system of coefficients for the description of 
situations not far above normal and another for the descrip- 
tion of extremely high levels. This amounts to approximat- 
ing a curve by means of two straight lines. Another way 
of introducing curvilinear relations is to take squares of 
variates, or still other functions, among the ‘ explanatory 
series.’ ”” 


I have not discovered any example of curvilinear correlation 
in this book, and he does not tell us what kind of evidence would 
lead him to introduce it. If, as he suggests above, he were in 
such cases to use the method of changing his linear coefficients 
from time to time, it would certainly seem that quite easy 
manipulation on these lines would make it possible to fit any 
explanation to any facts. Am I right in thinking that the 
uniqueness of his results depends on his knowing beforehand that 
the correlation curve must be a particular kind of function, 
whether linear or some other kind ? 

Apart from this, one would have liked to be told emphatically 
what is involved in the assumption of linearity. It means that 


1 T should have liked to have said ‘“‘ the expected rate of profit.” But there 
is no room for expectations, so far as I can discover, in the theory of investment 
with which the economists have supplied Prof. Tinbergen. 
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the quantitative effect of any causal factor on the phenomenon 
under investigation is directly proportional to the factor’s own 
magnitude. Ina parenthesis, on page 26, to which the reader is 
not likely to attach much importance, Prof. Tinbergen does, 
indeed, mention this in passing. But it is a very drastic and 
usually improbable postulate to suppose that all economic forces 
are of this character, producing independent changes in the 
phenomenon under investigation which are directly proportional 
to the changes in themselves; indeed, it is ridiculous. Yet this 
is what Prof. Tinbergen is throughout assuming. For instance, 
in his example of fluctuations in investment, the assumption of 
linearity means that if the increase in profits is twice greater in 
one year than in another, then its influence on the quantity of 
investment will also be exactly twice as great; and similarly, 
that the effect on investment of a change in the rate of interest 
will always be directly proportional to the amount of that change. 
And if such an unlikely assumption is to be made, one must 
clearly be very careful in choosing one’s method of measurement 
and also one’s base; ! especially when one bears it in mind that 
Prof. Tinbergen’s measures are nearly always indirect. That is 
to say, they are not direct measures of the factor itself, but are 
index numbers of some associated phenomenon. Thus even if 
the factors themselves produce a directly proportional effect, 
this is not likely to be true of the indirect indices which are 
employed. 

Is there any ground for the suspicion that the assumption of 
linearity rules out cyclical factors? And what is the position 
of (e.g.) the Acceleration Principle, according to which the pro- 
pensity to save is a function of the absolute level of activity and 
the inducement to invest is a function of the changing level of 
activity? Prof. Tinbergen explains fluctuations in investment 
mainly by fluctuations in profits; so that if profits fluctuate 
cyclically, investment will also. But he does not attempt to 
explain fluctuations in profits. Suppose that linear correlation 
is also assumed in the case of all the factors on which profits 
depend, and so on down to the final analysis? Is it possible that 


1 For example, let us suppose that the rate of interest having been 3 per 
cent. in the base year rises to 4 per cent. and then to 5 per cent. Is the quantita- 
tive effect of 5 per cent. five-fourths of the effect of 4 per cent, i.e. proportional to 
the excess above 0? Or is it double, the difference between 5 and 3 being double 
the difference between 4 and 3, i.e. proportional to the excess above 3? I rather 
think that Prof. Tinbergen means the latter. But in this case, if he had happened 
to pitch on a base year when the rate was 34 per cent., the effect of a rise from 
4 to 5 per cent. would be treble instead of double, i.e. proportional to the excess 
above 34. The reader needs some guidance on such a matter. 
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there could be a cyclical fluctuation in a system, all the ultimate 
independent determinants of which had fixed regression co- 
efficients and were in linear correlation with their consequences, 
except in the case where one of the ultimate determinants is 
itself a periodic function of time (e.g. sun-spots)? Where and 
how does the element of reversal come in? I ask this question 
without pretending to answer it. But I should like to know 
the answer. For if it is in the negative, Prof. Tinbergen is 
engaged on the task of explaining business cycles by a method 
one of the working postulates of which is that cycles can only be 
explained by other cycles. 

(5) The treatment of time-lags and trends deserves much 
fuller discussion if the reader is to understand clearly what it 
involves. To the best of my understanding, Prof. Tinbergen is 
not presented with his time-lags, as he is with his qualitative 
analysis, by his economist friends, but invents them for himself. 
This he seems to do by some sort of trial-and-error method. 
That is to say, he fidgets about until he finds a time-lag which 
does not fit in too badly with the theory he is testing and with 
the general presuppositions of his method. No example is given 
of the process of determining time-lags which appear, when they 
come, ready-made (cf. p. 48). But there is another passage 
(p. 39) where Prof. Tinbergen seems to agree that time-lags must 
be given @ priori. 

The introduction of a trend factor is even more tricky and 
even less discussed. This element is not obtained by reference 
to secular changes in the scale of the economy as a whole, but 
is strictly related to the factors under discussion. In the case 
of fluctuations in investment, “ trends,’ Prof. Tinbergen explains 
(p. 47), “have been calculated as nine-year moving averages 
for pre-war periods—which are long enough to allow of the first 
and last four years being omitted—and as rectilinear trends for 
post-war periods—which are too short to allow of omitting eight 
years.” This seems rather arbitrary. But, apart from that, 
should not the trends of the basic factors be allowed to be re- 
flected in a trend of the resulting phenomenon? Why is correc- 
tion necessary? I have probably misunderstood the argument, 
since this is not the sort of mistake to which Prof. Tinbergen is 
liable. 

Although there may be many factors with different trends, 
there is only one trend line, and I have not understood the pro- 
cess by which this single trend is evolved. The use of rectilinear 
trend (in post-war years) means, apparently, that a straight line 
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is drawn between the first year of the series and the last. The 
result is, of course, that it makes a huge difference at what date 
you stop. In the case of the United States (p. 56) the series 
runs from 1919 to 1933, which, as a result of the abnormal 
circumstances of the first and last years, involves the paradox 
that the United States was in a severe downward trend through- 
out the whole period, including the period ending in 1929, amount- 
ing in all to 20 per cent.; whereas if Prof. Tinbergen had stopped 
in 1929, he would have used a sharply rising trend line instead 
of a sharply falling one for the same years. This looks to be a 
disastrous procedure. Prof. Tinbergen is quite aware of the 
point. In a footnote to p. 47 he mentions that “the trend 
chosen for the American figures (post-war period) may be some- 
what biased by the fact that the period starts with a boom year 
and ends with a slump year.’’ But he is not disturbed, since he 
has persuaded himself, if I follow him correctly, that it does not 
really make any difference what trend line you take. 

(6) I pass in conclusion to a different department of the 
argument. How far are these curves and equations meant to 
be no more than a piece of historical curve-fitting and description, 
and how far do they make inductive claims with reference to the 
future as well as the past? I have not noticed any passage in 
which Prof. Tinbergen himself makes any inductive claims 
whatever. He appears to be solely concerned with statistical 
description. Yet the ultimate purpose which Mr. Loveday 
outlines in the preface is surely an inductive one. If the method 
cannot prove or disprove a qualitative theory, and if it cannot 
give a quantitative guide to the future, is it worth while? For, 
assuredly, it is not a very lucid way of describing the past. 

Thirty years ago I used to be occupied in examining the 
slippery problem of passing from statistical description to in- 
ductive generalisation in the case of simple correlation; and 
to-day in the era of multiple correlation I do not find that in this 
respect practice is much improved. In case Mr. Loveday or 
others may nurse inductive hopes, it is worth pointing out that 
Prof. Tinbergen makes the least possible preparation for the 
inductive transition. 

Put broadly, the most important condition is that the environ- 
ment in all relevant respects, other than the fluctuations in those 
factors of which we take particular account, should be uniform 
and homogeneous over a period of time. We cannot be sure that 
such conditions will persist in the future, even if we find them in 
the past. But if we find them in the past, we have at any rate 
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some basis for an inductive argument. The first step, therefore, 
is to break up the period under examination into a series of 
sub-periods, with a view to discovering whether the results of 
applying our method to the various sub-periods taken separately 
are reasonably uniform. If they are, then we have some ground 
for projecting our results into the future. 

Now, this is what Prof. Tinbergen never attempts. It is 
true that his series are broken up into post-war and pre-war 
periods, but this seems to be done, not on purpose, but as a result 
of the exigencies of the available statistics. For his pre-war 
investigations he takes a period of about forty years and makes 
no attempt to break it up into sub-periods. If he had done so, 
would his regression coefficients, calculated for each decade 
taken separately, differ somewhat widely from those calculated 
as the best fit for the whole period? This is worth examination. 
For the main prima facie objection to the application of the 
method of multiple correlation to complex economic problems 
lies in the apparent lack of any adequate degree of uniformity 
in the environment. 

Inductive difficulties arise not only from the lack of uniformity 
in the factors of which no specific account is taken. It arises 
also in the case of those which are included in the scheme. For, 
owing to the wide margin of error, only those factors which have 
in fact shown wide fluctuations come into the picture in a reliable 
way. If a factor, the fluctuations of which are potentially 
important, has in fact varied very little, there may be no clue to 
what its influence would be if it were to change more sharply. 
There is a passage in which Prof. Tinbergen points out (p. 65), 
after arriving at a very small regression coefficient for the rate 
of interest as an influence on investment, that this may be 
explained by the fact that during the period in question the rate 
of interest varied very little. 

These many doubts are superimposed on the frightful in- 
adequacy of most of the statistics employed, a difficulty so obvious 
and so inevitable that it is scarcely worth while to dwell on it. 
Taking everything into account, the successful application of 
this method to so enormously complex a problem as the Business 
Cycle does strike me as a singularly unpromising project in the 
present state of our knowledge. 

This does not mean that economic material may not supply 
more elementary cases where the method will be fruitful. Take, 
for instance, Prof. Tinbergen’s third example—namely, the 
influence on net investment in railway rolling-stock of the rate of 
No. 195.—vot. xix. QQ 
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increase in traffic, the rate of profit earned by the railways, the 
price of pig iron and the rate of interest. Here there seems a 
reasonable prima facie case for expecting that some of the 
necessary conditions are satisfied. But even in this case a formula- 
tion rather different from Professor Tinbergen’s might be required. 
It is evident, without any particular inquiry, that the demand for 
new rolling stock will mainly depend on the growth of traffic. More- 
over, profit is not independent of traffic, but is largely the growth 
of traffic over again. To get a separate factor it is necessary to 
segregate that part of profit which is due to growth of traffic 
from that part which is due to better freight rates relatively to 
wages and other costs. What we want to know is not the obvious 
point that the demand for rolling stock is considerably affected 
by the growth of traffic, but how far this dominates the situation 
as compared with more subtle factors such as (1) the age of the 
existing rolling stock, (2) the capacity of the existing shops to 
produce more rolling stock, and (3) the state of confidence as to 
the maintenance of traffic and as to the effect of competition with 
other forms of transport. 

I hope that I have not done injustice to a brave pioneer 
effort. ‘The labour it involved must have been enormous. The 
book is full of intelligence, ingenuity and candour; and I leave it 
with sentiments of respect for the author. But it has been a 
nightmare to live with, and I fancy that other readers will find 
the same. I have a feeling that Prof. Tinbergen may agree with 
much of my comment, but that his reaction will be to engage 
another ten computors and drown his sorrows in arithmetic. 
It is a strange reflection that this book looks likely, as far as 1939 
is concerned, to be the principal activity and raison d’étre of the 


League of Nations. 
J. M. Keynes 
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THE Process oF CAPITAL FORMATION 


Statistics relating to Capital Formation. A Note on Methods by 
the Committee! of Statistical Experts. (Studies and Reports 
on Statistical Methods No. 4.) League of Nations : Geneva, 
1938. Pp. 22. Ils. 


Tuts brief study contains a modest and tentative approach to 
a,subject of great importance and considerable difficulty. Its 
immediate object is to provide the methodological analysis which 
must be the preliminary to the collection of significant and con- 
sistent statistics of savings and investment; and its ultimate 
object is to furnish the basis for the collection of such statistics in 
every country on a uniform basis and with an agreed use of terms 
which will allow international comparisons. 

The Committee are, clearly, feeling their way, and have not 
themselves settled down as yet to any rigid formulation or con- 
sistent use of a scheme or set of terms. This is probably wise in a 
preliminary study. But it makes rather obscure reading. Defini- 
tions of fundamental terms are scattered through the report, often 
in footnotes. One has the impression of reading a text, the first 
draft of which was not free from inconsistencies and logical errors, 
which, when they were detected by one or another member of the 
Committee, were corrected, not by radical re-drafting, but by the 
insertion of a footnote or a parenthesis. The reader’s first im- 
pression is one of considerable haze and doubtful logic. But a 
closer reading shows that this does the Committee’s work an 
injustice. In the ultimate outcome they have been successful in 
avoiding the logical errors with which this subject is beset, subject 
to the one important criticism which will be made below. 

1 «This Sub-Committee was composed of the following members of the main 
Committee: Sir Alfred Flux, formerly Chief of the Statistical Service of the 
Board of Trade, London; E. Cohn, Director of the Statistical Department, 
Denmark; Dr. O. Morgenstern, formerly Director of the ‘ Osterreichisches 
Institut fiir Konjunkturforschung ’, Vienna; and the following outside experts : 
Dr. E. Ackermann, Head of the Statistical Office of the Swiss National Bank; 
Prof. H. Clay, Economie Adviser to the Bank of England; J. Denuc, of the 
National Economic Department, Paris; Dr. E. Lindahl, professor of the Uni- 
versity of Lund, Sweden; F. Ravizza, Director of the International Thrift 
Institute, Milan; W. W. Riefler, of the Institute of Advanced Study, Prince- 
ton, New Jersey; J. J. Vincent, Director of the Economic Intelligence Service, 
National Bank of Belgium. The presence in Geneva of Mr. D. Robertson, 
Reader in Economics at Cambridge University, enabled the Sub-Committee to 
avail itself of his assistance at its first meeting.”’ 

* E.g., the treatment of “‘ capital gains,’’ which seems all wrong in the diagram 
on p. 9, and ambiguous on p. 12, until the position is finally saved by a correct 
qualification given in a footnote to p. 16, from which it is clear that this item 
should never have appeared as a separate category on p. 9. 
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Their main contribution to the methodology of the subject is 
concerned with what they call “‘ the process of capital formation.” 
* Capital formation ”’ is defined (in a footnote to p. 6) as follows :— 


“ Throughout this report the term ‘ capital formation ’ is 
intended to cover the whole process from the constitution of 
funds by savings, etc., to the acquisition of capital goods, 
whether the funds are used to provide additions to invested 
capital or for maintenance and replacement of old capital. 
The term ‘ capital goods ’ is intended to cover : 

(1) Capital equipment for agriculture, industry, commerce, 
transport, including buildings and works of construction, ete. 
(referred to as ‘ Producers’ equipment ’) ; 

(2) Producers’ materials ; 

(3) Durable equipment for consumers, including houses 
for private occupation (referred to as ‘ Consumers’ capital 
goods ’),”’ 


Thus the “ process ” of capital formation leads up to a final 
stage, which is concerned with what is sometimes called “ gross 
investment,” including maintenance and replacement. But 
this is preceded, according to the Committee, by two previous 
stages. The first consists in the setting aside of savings out of 
current income; the second stage in streams of “ funds ”’ be- 
coming “ available for investment ”; and the third stage in the 
actual outlay of money for the acquisition of capital goods. The 
Committee envisage this complete process of the “ formation ” of 
a given capital good as taking place over a period of time subject 
to time-lags of undetermined length. Members of the public 
refrain from spending on consumption some part of their current 
income; subsequently, let us say three months later, these 
savings form one ingredient (the others will be mentioned in a 
moment) of the ‘“ funds available for investment ’’ which are 
thereupon transferred to the entrepreneur who will be responsible 
for employing them; and finally, after another three months let us 
say, these funds are disbursed by the entrepreneur for the purpose 
of acquiring a capital good. The process of the “ formation ” of 
the capital good is then complete. The Committee point out that at 
any given moment of time the funds which are being “‘ saved ” out 
of income, the funds which are becoming “ available for invest- 
ment,” and the funds which are being actually devoted to the 
* acquisition of a new capital-good ”’ relate, not to the same, but 
to different “ processes of capital formation.’”” They regard 
current savings as contributing, not to the funds required by 
current investment, but to the amount of “ funds becoming 
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available for investment ’’ a certain number of months later, 
which again supply the funds actually expended on the creation of 
new capital goods some months later than that. 

Before we can assess the value of this analysis, some further 
explanations must be given. We have seen that the final stage of 
capital formation is concerned with gross investment and includes 
expenditure on the maintenance and replacement of old capital 
goods. Savings, however, are defined net (it would be clearer if 
this were made a little more explicit at the outset) and do not 
include sums set aside by entrepreneurs to meet depreciation and 
current repairs. This discrepancy is made good when we come to 
the second stage, namely of “ funds available for investment,” 
which will be (generally speaking) larger than the savings of the 
preceding period since they will be augmented by streams from 
other sources. These additional streams, which are added to the 
stream of funds arising out of the net savings of the preceding 
period to make up the total flow of funds available for gross 
investment, consist mainly of the provisions set aside for main- 
tenance and replacement,’ of dishoarding and of credit expansion. 
(We need not complicate the argument with other items which the 
Committee rightly bring in for the sake of completeness, such as 
capital import, loans for consumption and their repayment,” and 
public loans for purposes other than investment.) 

Now, up to a point this is an interesting and instructive way of 
analysing the course of the circulation of money, to which, subject 
to what follows, I see no logical objection. But there is a further 
corollary to their use of terms which the Committee might have 
added. They are concerned with the amount of saving set aside 
out of current income at a date appreciably prior to that of the 
current investment which they have in view; and they point out, 
quite correctly, that there is no reason to expect equality between 
such saving and such investment (after correcting the latter for 
the fact that it is gross and not net). But they do not point out 
that it follows no less clearly from the definitions which they have 
adopted that the amount of saving which is taking place at the 
same time as the investment must be exactly equal to it (both 
being reckoned net). 

This corollary is not merely a neat truism. For unless it is 


1 It is not clear whether these, like savings, are subject to a time-lag before 
becoming available for investment, or whether they are reckoned as becoming 
available simultaneously with being set aside. 

? Instalment purchases of consumption goods are not deducted by the Com- 
mittee in arriving at net saving, though this is not stated explicitly. I infer, 
however, that business losses are so deducted, though this also is not stated 
explicitly. 
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kept in mind, the reader is very likely to be led to false conclusions, 
For example, he might naturally suppose—for anything the 
Committee say to the contrary—that the right way to prepare for 
an increase of investment is to save more at an appropriately 
prior date. But the corollary shows that this is impossible. Sav- 
ing at the prior date cannot be greater than the investment at that 
date. Increased investment will always be accompanied by 
increased saving, but it can never be preceded by it. Dishoarding 
and credit expansion provides not an alternative to increased saving, 
but a necessary preparation for it. It is the parent, not the twin, 
of increased saving. 

It also leads up to the fundamental criticism to which the 
Committee’s schematism seems to me to be open from the statisti- 
cal side. According to the Committee funds for investment can 
only become available either from prior saving or from dishoarding 
and credit expansion. Does not this suggest to the reader that 
something must be wrong? By taking account of dishoarding and 
credit expansion, the Committee’s scheme allows for additional 
investment as the result of an increase in output. But it excludes 
altogether an increase in investment arising in the old-fashioned 
way as a result of producing more capital goods and less con- 
sumption goods, total output remaining the same. Where do the 
funds for increased investment come from when this happens ? 
Their scheme suggests that an increase of investment beyond the 
savings (and investment) of a previous period requires dishoarding 
or credit expansion to supply the necessary funds. But why 
should this be necessary if the total output is unchanged ? More- 
over the Committee’s scheme assumes that the whole of an in- 
crease in output will be devoted to the output of capital goods, 
which (unless there is a change in the propensity to consume) 
must result in unbalanced production and an inflationary rise in 
the price of consumption goods. For if there is an appropiate 
increase in the output of consumption goods pari passu with the 
increase in the output of capital goods, this will use up some of the 
funds which the Committee have earmarked for investment. 

The Committee have overlooked the fact that spending 
releases funds just as much as saving does, and that these funds 
when released can then be used indifferently for the production 
either of capital goods or of consumption goods. And they have 
also overlooked the fact that the production of consumption goods 
requires the prior provision of funds just as much as does the 
production of capital goods. The diagram on p. 9 would do just 
as well if at the top ‘‘ spending ” was substituted for “ saving.” 
Prior saving has no more tendency to release funds available for 
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subsequent investment than prior spending has. It is not an 
increase of investment as such which requires an immediate 
increase in “ available funds,’”’ but an increase of output whether 
for investment or for consumption, or more strictly an increase in 
the turnover of transactions for any purpose whatever. If there 
were to be an increase in investment, without there being any 
change in total output, there would be no need either for prior 
saving or for an increase in dishoarding or credit expansion. 
Money which is spent on prior consumption flows into the same 
pool of available funds as money which is saved, and is available 
to finance at the next stage the acquisition either of capital goods 
or of consumption goods. In the former case, the liquid funds for 
the subsequent acquisition of a capital good are, in effect, provided 
beforehand by the subsequent saving and reduced spending which 
is impending. Thus the Committee’s list of sources of funds 
potentially available for investment is incomplete. As soon as 
it is understood that the available funds arise from the whole of 
the money income earned at a previous date, whether saved or 
spent, supplemented by dishoarding and credit expansion, and 
are then employed for the whole of production (or other monetary 
transactions) at the subsequent date whether for investment or 
for consumption, their schematism breaks down completely in so 
far as it purports to relate the funds arising from savings at a 
previous date to the funds required for investment at a subsequent 
date. 

In my General Theory of Employment, Interest and Money I 
was seriously at fault in omitting any discussion of what the 
Committee call ‘‘ the process of Capital Formation.”” Under the 
spur of criticism I have since endeavoured to remedy this omission 
in an article published in this JouRNaL (December 1937, pp. 
663-9). I there introduced a conception serving the same 
purpose as, but not identical with, that of ‘‘ funds available for in- 
vestment ”’ under the name of “ finance ’’ which still seems to me to 
be a convenient term to use. For it covers equally the use of the 
revolving pool of funds to finance the production of capital goods 
or the production of consumption goods or (e.g.) an increased 
turnover on the Stock Exchange. In the same way the conception 
of the rate of interest as being determined by liquidity preference 
emphasises the fact that all demands for liquid funds compete on 
an equal basis for the available supply ; whereas the conception of 
a separate pool of “ funds available for investment ”’ suggests that 
the rate of interest is determined by the interaction of investment 
demand with a segregated supply of funds earmarked for that 
special purpose irrespective of other demands and other releases of 
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funds. It may also help to clear up misunderstanding to point 
out that whilst saving takes place concurrently with investment 
(in the sense of the first acquisition of a capital good by a entre- 
preneur), the flow of funds (i.e., of money) available for invest- 
ment (in the sense of the first acquisition of this capital good by a 
permanent holder) takes place subsequently ; the bridging of this 
time-lag by “ finance ”’ (i.e., by the supply of money) being the 
function of the credit system (which is solely concerned with 
finance and never with saving). 

I suggest, therefore, that the Committee might begin by limit- 
ing their inquiry to the final stage, namely, to the amount of 
funds which are being devoted to the acquisition of capital goods. 
I do not deny the great interest and importance of tracing in 
detail where the ultimate demand for the permanent holding of 
these capital goods comes from (we know already that it is there 
in the aggregate). But when investment is increased by more 
than consumption is falling, the funds for taking up the increased 
investment permanently must “‘ become available ” subsequently 
and not prior to the production of the new capital goods—unless, 
indeed, hoarders or the credit system become permanent investors : 
and at any rate it is no good looking for them in the fruits of 
prior saving. The rate of prior saving only tells us how much of 
the current investment can find a permanent home beforehand 
without upsetting the liquidity position and the long-term rate 
of interest, and without time-lag. Subject to these conditions, 
the increment of current investment over prior investment (or 
saving) can only be cared for permanently out of the increment 
of current saving; and the period during which current savings 
are kept liquid by their owners must be bridged by an increase 
in the revolving fund of “ finance,” i.e., of liquid funds provided 
by the banking system or by dehoarding. It is the réle of the 
credit system to provide the liquid funds which are required first 
of all by the entrepreneur during the period before his actual 
expenditure, and then by the recipients of this expenditure 
during the period before they have decided how to employ it. 
We have been all of us brought up, like the members of this 
Committee, in deep confusion of mind between the demand and 
supply of money and the demand and supply of savings; and 
until we rid ourselves of it, we cannot think correctly. 


J. M. KEYNES 
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Tue LEAGUE oF NATIONS MonETARY REVIEW ! 


THE political misfortunes of the League of Nations have not 
affected its usefulness as a centre of comparative economic studies. 
The latest review of monetary and banking developments has the 
same qualities of balance and comprehensiveness as its pre- 
decessors. The annotated statistics of national monetary and 
banking systems, brought in most cases to the end of 1938 and 
covering forty-four countries, are relegated to the second volume. 
The first volume can thus be devoted to an analytical survey of 
developments. It contains four studies, the first two reviewing 
exchange developments and credit policy in the chief countries ; 
the other two aiming at a less topical treatment by eliciting from 
published statistics the changes in banking structure since 1913 
and the decline in the importance of the Bill of Exchange. A word 
or two may be said on each of these. 

In the field of foreign exchange the chief feature of the year 
was the devaluation of the franc in May, which, after the usual 
temporary reflux of money, appeared to have failed, until the 
budgetary reforms of November had a more lasting effect. Sterling 
was vulnerable at the beginning of the year because the world was 
long of sterling. Political fears produced a sharp fall in March, 
and, in spite of a temporary recovery in June, due to rumours of 
an American intention to devalue, a steady, and after September 
rapid, fall was arrested only at the end of the year. The review 
(p. 12) defines the Sterling Area by two criteria—maintenance of a 
fixed rate on sterling and (a consequence of the first) the keeping 
of monetary reserves in London. Should not these be reversed ? 
The Sterling Area consists of those countries which have so much 
to pay in sterling that they keep their surplus balances in London ; 
there is room for only three or four centres in the world in which 
an economical use of such balances is possible, and they choose 
the one in which they have most payments to make. They 
naturally then try to keep their currency at a fixed rate on 
sterling; but Australia and New Zealand did not cease to be 
members of the Sterling Area when they depreciated on sterling. 
As is pointed out, most of the “sterling currencies” are at a 
discount on sterling compared with gold standard parities. The 
matter has some importance, since it follows that any Sterling 
Area country can correct what it regards as an over-valuation of 


? 


1 Money and Banking, 1938-9: Vol. I, Monetary Review; Vol. II, Com- 
mercial and Central Banks. (Geneva: League of Nations; London: Allen and 
Unwin, 1939. Pp. 173 and 202. 5s. and 63.) 
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its currency without fear of retaliation, England being the only 
country which cannot depreciate on sterling. There is a very 
useful table of “‘ devaluations ” on pp. 36-7. 

In discussing the sterling-dollar rate the report goes through a 
traditional exercise in the calculation of purchasing-power 
parities. This seems hardly worth the trouble, since it is pointed 
out that capital movements were the chief cause of the decline in 
sterling, and that the United States’ balance of merchandise trade 
reflects mainly the state of industrial activity—and therefore of 
imports—in America. Further, “ allowance should be made for 
changes in commercial policy”; since the ’twenties the United 
Kingdom has turned protectionist and the United States has 
imposed on its industry “ handicaps ”’ in the way of social legisla- 
tion, far more onerous than anything of which English 
industrialists can complain. 

The survey of credit developments and policy is a model of 
objectivity and judicious comment. The writer appears, however, 
to be a little surprised by the facts he chronicles; at any rate he is 
continually pointing out that monetary changes have had no 
effect when no effect was to be expected—monetary expansion 
under condition of “full employment” did not lead to any 
inflation of prices in Germany and Japan (p. 41); an important 
increase in cash did not have any striking effect on the other main 
accounts of the banks in America (p. 46); a substantial expansion 
of the quantity of money was accompanied in France by a marked 
falling-off in the rate of increase of commodity prices (p. 51); 
the aggregate volume of banking deposits continued to grow to a 
record level for months after business turned sharply down in the 
United Kingdom (p. 53). The examination of monetary figures is 
complicated in England by the unknown incidence of Exchange 
Account transactions; it may be suggested that bankers’ deposits 
with the Bank of England are bound to fluctuate more widely as 
Government transactions expand (and increase the importance of 
public deposits), so that total Banking Department Assets on total 
Banking Department Deposits is a more reliable index of credit 
conditions. 

The sections on Structural Changes and the Bill of Exchange 
are interesting and timely. The former is of value particularly 
as indicating not only changes but also differences between national 
systems. British and North American institutional arrangements 
have dominated the text-books and influenced theory; but the 
overwhelming predominance of commercial banks among deposit- 
receiving institutions in these countries is far from being universal. 
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The table on p. 79 (distribution of deposits and assets between 
different types of institution) and the tables in the appendix, IX 
(Cash Ratios) and XIII (Ratio of banks’ own resources to their 
public liabilities), are particularly illuminating. The restriction 
on banks’ power to increase their holdings of investments, imposed 
by the fear that depreciation will wipe out their capital, is 
commonly neglected in discussions of credit policy. 

One or two small corrections may be noted. It is not strictly 
true to say that “the interest on deposits paid by building 
societies is exempt from income tax’; the societies compound, 
but pay the full estimated amount of tax due from their share- 
holders and depositors. The use of stamp duties as an indirect 
means of measuring the volume of commercial bills in the London 
market (p. 99) will perhaps serve to indicate fluctuations; but 
these duties are a very defective measure of absolute amount, 
since they include bills in any part of the Kingdom and not only 
London, they include promissory notes and moneylending bills, 
and they are graded by shillings (so that a bill of £101 attracts the 
same amount of duty as one of £200). From other indications a 
guess might be hazarded that they give a figure about double the 


true figure. 
H, Ciay 
London. 





OBITUARY 


Epwin RoBert ANDERSON SELIGMAN (1861-1939) 


THE news of the death of Dr. Edwin R. A. Seligman, 
MeVickar Professor Emeritus of Political Economy and Finance 
in Columbia University, at Lake Placid, in the State of New 
York, which was announced in 7’he T'imes of June 20, came as a 
shock to a large body of economists all over the world. Fellows 
of the Society received the news with special regret, as Seligman 
contributed several papers to the JouRNAL, and was its United 
States correspondent from 1905. His passing at the age of 
seventy-eight removes another of the elder statesmen among 
economists who have for many years looked out from the 
economic watch-towers with a skill all their own. Several of 
these elder statesmen, however, are fortunately still with us, 
including Bonar, Ely, Taussig, Hollander, Irving Fisher and also 
the reviewers in this JouRNAL of Seligman’s early publications 
on public finance—Bastable, Price, and Higgs. It is desirable 
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to place on record in the JoURNAL a tribute to his life and work, 
Profound in learning, kindly in heart, sagacious in council, he 
watched and guided the interests of economics, especially of 
public finance. In 1910 his admiring countrymen struck a 
medal to commemorate his “ twenty-five years of signal devotion 
to the common good as Scholar, Teacher, and Citizen,” and 
during the last three decades he continued to deserve this fine 
tribute in added measure by pouring out new books, articles, 
and reviews which have made him the leading authority on 
public finance, especially in its academic aspects. In economics, 
too, his grasp was secure and his judgment keen. As the twelve 
editions of The Principles of Economics show, he was steeped in 
the great literature of the subject, its methods, and its relation 
to other disciplines. He was a statistician, attentive to the 
phenomena underlying the bare figures which have unrolled 
themselves before our eyes during these first four decades of the 
twentieth century. 

Seligman was born on April 25, 1861, in New York, and was 
the son of Joseph and Babette Seligman. He was fortunate in 
being born into a family which was not only intellectual but 
prosperous, his brother being the well-known New York banker 
Isaac Seligman. I recall that some years ago when during the 
dinner hour a cat burglar stole from his daughter’s bedroom 
jewellery including a valuable pearl necklace, many of his friends 
were struck by the value of the booty. Life was not a struggle 
for young Seligman, who graduated in Arts, Law, and Philosophy 
at Columbia and then proceeded to Europe, where he continued 
his studies at the Universities of Berlin, Heidelberg, Geneva, and 
Paris. His sojourn in Europe had a remarkable effect on him in 
two directions. In the first place, he was deeply struck by the 
teaching of Wagner in Berlin and the influence of the German 
historical school. He realised, however, that its advancement 
had not been one without grave errors and many sacrifices. It 
had led to a considerable degree of stagnation in German 
economics because of its isolation from the movement of economic 
thought in other countries. The criticism and later the complete 
rejection of classical doctrines, he realised, barred German 
economists from taking an interest in the refinements upon 
classical theory produced by foreign scholars. The violent 
polemics between Schmoller and Menger did not turn Seligman 
away, as it did many German economists, from marginalist 
economics, which has been more popular than any other school 
of economics, and he was an outstanding example of his time, 
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certainly in the United States, that every economic theorist 
should be something of a historian and every student of the 
development of economic institutions must be something of a 
theorist. In the second place, he saw the importance of books. 
and laid the foundation of his truly remarkable library, one of 
the best private economic libraries in the world. 

Cc. F. Adams, J. B. Clark, Patten, Hadley, Gross, Taussig, 
Irving Fisher, and others learned much from their post-graduate 
stay in German universities, but it would not be wrong to say 
that Seligman owed more to this influence than any other 
American scholar of his time. Returning to the great and 
friendly Republic, he was at the age of twenty-four appointed a 
Lecturer on Economics at Columbia. This was the year (1885) 
of the founding of the American Economic Association at 
Saratoga, when a constitution was adopted in which it was 
stated that “‘ We believe that political economy as a science is 
still in an early stage of its development. While we appreciate 
the work of former economists, we look not so much to specula- 
tion as to the historical and statistical study of actual conditions 
of economic life for the satisfactory accomplishment of that 
development.” In the following year, too, the Quarterly Journal 
of Economics had its birth, with Dunbar as its first editor with 
his fine inaugural on “The Reaction on Political Economy ” 
sounding the keynote. In 1888 Seligman became Assistant 
Professor, and in the same year, at the age of twenty-seven, 
married Caroline Beer of New York, by whom he had one son 
and three daughters, two daughters predeceasing him. From 
1891 to 1904 he was Professor of Political Economy and Finance 
in Columbia, and from 1904 he was appointed McVickar Professor 
of Political Economy and Finance in the same University.! 
Retiring in 1931, he became Professor Emeritus in residence. 
In his retirement he threw himself with characteristic energy 
into the work connected with the Encyclopaedia of the Social 
Sciences, of which he was editor-in-chief. The fifteen volumes 
were published between 1930 and 1935. 

Seligman was not only a scholar, but a man of affairs. He 
was a Member of President Roosevelt’s Commission on Statistical 
Reorganisation, 1908; Chairman of the Trustees of the Bureau 
of Municipai Research, 1905-10; Chairman of Mayor’s Tax Com- 
mittee, 1914-16; Expert Adviser to the Joint Legislative Tax 

1 Professor McVickar was professor of moral philosophy and _ political 


economy at Columbia College from 1818 to 1859. His chair was probably the 
first in the United States to bear the title ‘‘ Political Economy.”’ 
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Committee of 1919-22; Member of the President’s Unemploy- 
ment Conference, 1921; Member of the Advisory Committee on 
the United States Census, 1919-22; Expert to the League of 
Nations Committee on Economics and Finance, 1922-23; Member 
of the Special State Tax Commission of New York, 1930-32; 
Financial Adviser to Cuba, 1931; and Vice-President of the New 
York Budget Commission since 1933. Foreign societies delighted 
to honour him. He was a Member of the Institut de France, of 
the Accademia dei Lincei, Rome, of the Russian Academy of 
Science, Leningrad, of the Société d’Economie Politique, Paris, 
of the Accademia delle Scienze Morali e Politiche, Naples, of the 
Masaryk Institute of Sociology, Czechoslovakia, of the Academy 
of Sciences, Norway, of the Cuban Academy of Political and 
Social Science, and Laureat of the Belgian Academy of Science, 
He was also Commander of the Cross of Rumania and a Com- 
mander of the Order of Cespedes, Cuba. He was, too, the editor 
of the Political Science Quarterly and of the ‘‘ Columbia Series in 
History, Economics and Public Law.” His assistance was 
frequently asked for, as, for example, by the League of Nations 
in connection with Double Taxation; and when the constitutional 
issue regarding the income tax was fought out before the Supreme 
Court of the United States, he gave material for the view that it 
was constitutional, while D. A. Wells stated the case for the 
opposition. The difficulty was overcome by a change in the 
Constitution, but the statements which he made are still worth 
reading. 

I first became acquainted with Seligman’s work through 
Edgeworth. I remember innumerable walks and talks with him 
when we discussed Seligman on taxation, the theory of monopoly, 
minimum sacrifice, and other questions. Edgeworth had always 
a high opinion of Seligman, although at times he ran counter to 
him. For example, Seligman, in his second edition in 1899 of 
The Shifting and Incidence of Taxation, objected to Edgeworth’s 
theory that if a monopolist deals in two commodities for which 
there is a rival demand, such as first- and third-class service in a 
railway with only those two classes of passenger fares, then, if a 
tax is imposed on first-class fares, it is theoretically possible that 
the monopolist proprietary of the railway may find it to its 
interest to lower both fares. Seligman proceeded to state that 
the mathematical method sometimes led to “‘ results which are 
likely to divorce still more the economics of the closet from the 
economics of the market-place,”’ and referred to what he regarded 
as “a slip” of Edgeworth’s. Edgeworth replied in the 
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Economic JOURNAL of 1899, and showed conclusively that 
Seligman was in the wrong. He wrote that :— 


‘ Professor Seligman has shown himself so good-tempered 
and deferential a critic that it is an ungrateful task to 
contradict his judgments. One would almost rather prove 
inferior in argument than in courtesy. I may at least soften 
the expression of dissent by reciprocating one of his compli- 
ments. He isso kind as to say that mathematical economists 
‘have been able ‘to illumine many a dark corner of pure 
theory,’ ‘not because of their mathematics,’ but by their 
power of economic analysis. In a similar spirit I may say 
that the failure to illuminate dark corners which I shall have 
to attribute to my eminent critic appears due, not to any 
deficiency of economic power, but to the use of unaided 
reason where the mathematical organon was required. My 
refutation being directed against the method, not the person, 
may be expressed with the less restraint.” 1 








In deference to the criticisms of Edgeworth, Seligman in his 
third edition of The Shifting and Incidence of Taxation (1910) 
dropped his theory regarding monopoly, that in the case of 
monopoly less of the tax on the product would be shifted to the 
consumer if the industry obeyed the law of increasing returns 
than if it obeyed the law of constant returns, while more would 
be shifted if it obeyed the law of diminishing returns, and under 
competition these would be reversed. In the third edition we 
are told that in the case of monopoly “ the influence of diminish- 
ing and increasing returns is apt to be similar to that in the case 
of competition.” According to some, it would have been a 
fitting acknowledgment of Edgeworth’s services if he had toned 
down his strictures on the mathematical method which still 
appeared under the unfortunate title of The Mathematical Theory 
which tended to suggest a distinct doctrine of incidence where 
none exists. 

I divide Seligman’s work into several well-defined groups.* 
There is first of all his very early essays or publications. These, 
such as T'wo Chapters on Mediaeval Guilds of England (1887) and 
Finance Statistics of American Commonwealths (1889), were 
followed when he was in the early thirties by a remarkable 


1 Economic Journat, Vol. IX, 1899, p. 286, ‘‘ Professor Seligman on the 
Mathematical Method in Political Economy.”’ 

* See on pp. 21, 22, list of books, and papers or reviews in the Economic 
JourNaL. These latter are papers in the Economic JourNAL only, and are 
not intended to include papers elsewhere, e.g. in American or Continental Journals, 
nor do they include articles contributed to Palgrave’s Dictionary of Political 
Economy and the Encyclopaedia of the Social Sciences. 
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trilogy, The Shifting and Incidence of Taxation (1892), Progressive 
Taxation in Theory and Practice (1894) and Essays in Taxation 
(1895). Then follow two publications of an economic nature 
written in the early forties: The Economic Interpretation of 
History (1902) and The Principles of Economics (1905). In 1903 
he published two remarkable papers in this JouRNAL, “ On Some 
Neglected British Economists,’’ which put to shame many of us 
who leave unquarried the resources of the Goldsmiths’ Library 
and the British Museum in this country, not to speak of the 
references in Higgs’ invaluable Bibliography published under the 
auspices of the British Academy. Seligman took the line that 
the neglect of all but the great masters of the classical school 
from the end of the sixteenth to the middle of the nineteenth 
century is as remarkable as it is deplorable, and in the first of 
these papers went so far as to state that the history of economics 
was still to be written. ‘There were many neglected writers, such 
as the author of an Enquiry into the Principles of Taxation Chiefly 
Applicable to Articles of Immediate Consumption (1790) (the 
author of which, he thinks, was probably Andrew Hamilton), 
and other contemporaries of Ricardo, especially Torrens, John 
Craig, Samuel Bailey, W. R. Lloyd, and Longfield. One result 
of this paper was the discussion in the columns of this JouRNAL 
between Seligman and Hollander regarding the author of the 
Law of Comparative Cost.1 To students of economic Dogmenge- 
schichte the discussion is of value. Seligman wishes to give the 
credit to Torrens, and not to Ricardo. In this he was opposed 
by Hollander. It must be confessed that Hollander, in sticking 
to his guns, won the battle. 

Of the two other publications belonging to this period, his 
Economic Interpretation of History (1902) and his Principles of 
Economics (1905), more must be said. In regard to the former 
(which appeared in a second edition in 1907), Seligman laid down 
the proposition that the chief considerations in human progress 
are social considerations, and that the important factor in social 
change is the economic factor. In his view, the interpretation of 
history means not that economic relations exert an exclusive 
influence, but they exercise a preponderant influence in the 
shaping of the progress of society. In this essay he pushes too 
far the importance of the economic influence. In his Principles 
of Economics, written when he was forty-four—Mill wrote his 
when he was forty-two—we have an interesting example of 
Seligman’s catholicity of view and also of his method. On the 
1 Economic JourNAL, Vol. XXI, 1911, pp. 448-68. 
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title-page it is stated to have been written with special reference 
to American conditions, but it has become a very suitable text- 
book for universities in other countries. It is, for example, used 
widely in the University of Bombay, and in 1929 it reached a 
twelfth edition. In the preface he states :— 


“ The object of the author is not only to give the salient 
facts of economic life, and to analyse them in the light of 
‘ modern research, but also to present a point of view from 
which to approach the great questions of modern economic 
policy. In the second place, the author believes that the 
function of economics is not only to explain what actually 
exists, but to show how it has come to exist, and to forecast 
both the probable and the ideal future. Throughout the 
entire work the author endeavors to reconcile the historical 
and the a priori methods, and to provide an analysis of 
existing industrial society in the light of a treatment which, 
while seeking to emphasize the importance of wealth, lays 
especial emphasis on the human side of the subject and the 
subordination of wealth to man.” ! 


Dr. L. L. Price, in reviewing the Principles of Economics in 
the JouRNAL in 1906, stated with much truth that “ we regard 
the whole book as the most important and compact of aids to 
the diffusion of a lively and instructive interest in economics.”’ 
The omission of taxation in the volume was regretted from the 
very beginning, but Seligman always held the view that the 
science of public finance was a quasi-independent science, and 
that the attempt to treat the problems of public finance in a 
few chapters at the end of a treatise on economics, as do most of 
the English works, is bound to be unsatisfactory in the extreme. 
There was, in his view, no more reason to include public finance 
than there would be to include statistics or any other semi- 
independent discipline. 

Another group of writings dates from the publication of The 
Income Tax in 1911, and extends to the publication in 1925 of 
Essays in Economics and Studies in Public Finance. The writings 
in this period are mainly, but not entirely, financial, and include 
a large number of papers on War finance which he wrote during 
the War. Seligman’s method was to publish essays or papers, 
and then subsequently to collect them and publish them in book 
form. We have, among his War publications, An Economic 
Interpretation of the War, published in 1915, his paper in the 
JOURNAL on the ‘‘ Economic Influence of the War on the United 
States’ (1916), The Economic Prospects of the United States after 


1 Principles of Economics. Preface to the 4th edition, 1910, p. 1. 
No. 195.—voL. XLIx. RR 
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the War (1917, Scientia, Milan) and Loans versus Taxes (1918, 
“Annals of the American Academy of Political and Social 
Science ”’), not to mention How to Finance the War, written with 
Professor R. M. Haig, and A Constructive Criticism of the U.S.A, 
War Tax Bill, both being publications of the National Bank of 
Commerce, in New York, 1917. In 1922 he wrote a very 
appreciative article on Henry Carter Adams, the author of 
Public Debts and The Science of Finance. His Essays in 
Economics and the companion volume, Studies in Public Finance, 
were published in his sixty-fourth year, and make available in 
book form essays written over a considerable period. The Essays 
in Economics comprise fourteen essays, and include four contri- 
butions to the history of economic doctrine, including his papers 
‘“On Some Neglected British Economists,” to which a reference 
has already been made. He discusses problems of economic 
theory and of economic policy and two lectures on universities, 
their spirit and form, complete the volume. His Studies in 
Public Finance include such questions as comparative tax 
burdens in the twentieth century, allied debts, income taxes 
and the price level, taxation and prices, the sales tax, death 
duties, fiscal reconstruction, and the reform of municipal 
taxation, and they show the mature Seligman’s capacity for 
getting deeper beneath the surface than most other writers 
on the subject. In the preface to this volume he tells us that 
he has ‘“ projected a work on the principles of Fiscal Science in 
three volumes.” In his own words :— 


“Aware of the fact that a comprehensive book on 
general principles ought to come at the close, rather than 
the beginning of a scholar’s career and that many preliminary 
investigations would be needed, I began to make studies on 
a variety of related topics in the broad field. In 1895 some 
of these studies were collected as Essays in Taxation, a new 
edition of which has been called for every two or three 
years. During the next two decades other analogous studies, 
such as those on Progressive Taxation, on The Shifting and 
Incidence of Taxation and on The Income Tax, were 
elaborated into independent books, although my attention 
was temporarily diverted to topics in general economics, on 
which several volumes were published.” 


The last period of his work consisted of publications mainly 
on economics such as T'he Economics of Instalment Selling (1928, 
2 volumes), The Economics of Farm Relief (1929), and Price 


1 Economic JourNAL, 1922, Vol. XXXII, p. 267. 
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Cutting and Price Maintenance (1932). He wrote eight articles 
for the Encyclopaedia of the Social Sciences on subjects such as 
“ Public Finance,” “ Fiscal Science,” “‘ Income Tax,” the ‘* Pro- 
perty Tax,” together with an article on the “ Bullionists ” and a 
distinctly original article on ‘‘ What are the Social Sciences ? ”’ 
also eleven biographies for the Encyclopaedia, including those on 
Boisguillebert, Canard, Milles, Vauban, Warburg, and Wells. As 
in his contributions to Palgrave’s Dictionary of Political Economy 
we see his merits as a writer of short articles, for they are clear 
and comprehensive as they are convincing and profound. In 
these days of economic research it is interesting to study the 
method followed in The Economics of Instalment Selling and in 
Price Cutting and Price Maintenance. Both publications are the 
result of team work. Seligman was prompted to take up the 
investigation into instalment selling because he read in a 
periodical a dirge over political economy which declared that the 
bankruptcy of economics was shown by its failure to attack the 
subject of instalment selling. Seligman shows great care and 
skill in the compilation of this volume, and was able to get the 
assistance not only of trained economists, but also of business 
men. Price Cutting and Price Maintenance is also a most com- 
plete study, and Professor D. H. Macgregor has aptly summed 
this up when he says that “‘ the authors of this book have set a 
particular problem in a rich background of economic research 
and have made a notable contribution to our knowledge of the 
retail trade.”’ } 

It is difficult to estimate Seligman’s most important contri- 
butions to our science, extending as they do over so long a period 
as fifty or sixty years of unflagging study. No one in our time 
has combined his complete grasp of public finance with so ex- 
tensive a knowledge of past and present economic literature. 
His greatest contribution to knowledge lies in the sphere of 
public finance, notably in taxation. In T'he Shifting and Incidence 
of Taxation he gave a very thorough account of the theories of 
incidence, and did justice to many writers that his German 
predecessors had omitted altogether, or had unduly slighted. He 
examined the implications of the marginal analysis, generally 
accepted by economists with respect to the various types of 
taxes which are of present-day significance. It can be said with 
perfect truth that students of taxation are more indebted to 
Seligman than to anyone else for guidance in this field, where so 
many doctrines have been put forward, including those of 
1 Economic JouRNAL, 1932, Vol. XLII, p. 4584. 
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Cournot, Pantaleoni, Wicksell, Edgeworth, and more recently in 
the United States Hotelling, with results which sometimes seem 
to the practical mind of a startling nature. In his Progressive 
Taxation in Theory and Practice, as in the field of The Shifting and 
Incidence of Taxation, his work has been authoritative, and this 
treatise has played a large role in the remarkable development 
in the use of graduated rates. In recent years progressive 
taxation has not only been accepted in income taxation and 
death duties, but has been extended to special taxes such as those 
on land where it is desired to discourage large holdings, and in 
business taxes of the excess profits type where, in the language 
of Stamp, it is desirable to ‘“‘ skim the richer crocks of cream.” 
His book on The Income Tax has dealt not only with the history 
of income taxation, but also with the important principles under- 
lying the tax, so that to-day his work is looked on as a locus 
classicus. It was Seligman who emphasised that even in times 
of prosperity income alone is not the only criterion of ability to 
pay, so that other criteria must be introduced. It was he, too, 
who emphasised that the fiscal relations of the individual to the 
Government require supplementing by the principle of benefits, 
and that the Income Tax, in consequence, can never be more 
than part of a plural tax system. 

No account of Seligman would be complete without a refer- 
ence to his wonderful library, which was sold to Columbia 
University. I saw the library first in 1925 on my first visit to 
New York. It then contained about thirty thousand volumes 
and very many pamphlets on economics. It contains books and 
pamphlets that are not represented either in the Goldsmiths’ 
Library or in the British Museum. Foreign literature, especially 
Spanish and Italian, as well as the German Cameralists and the 
French Physiocrats, is very well represented. It contains an 
almost complete collection of the original editions of St. Simon, 
Fourier, and similar writers; indeed, both French and German 
socialism are an outstanding feature of the library. It is interesting 
to note that it contains every work mentioned in M’Culloch’s 
bibliography and many other items which he did not know of. 
After seeing this library and knowing its contents, one realises, 
in reading Seligman, the great use he made of this unique 
collection of books. He was a firm believer in Carlyle’s statement 
that ‘‘In books lies the soul of the whole Past Time, the 
articulate audible voice of the Past, when the body and material 
substance of it has already vanished like a dream.” He believed, 
in short, that the true university of to-day is a collection of 





























1939] OBITUARY: EDWIN ROBERT ANDERSON SELIGMAN 587 


books. I could give instance after instance of the use which he 
made of this library in his writings, but I shall give but two. 
In the first place, let anyone dip into his article on the 
“ Bullionists ” in the Encyclopaedia of the Social Sciences and 
compare this with the information available in his library. He 
finds fault, for example, with MacLeod for giving in 1858 the 
name to a law now known as Gresham’s Law. In 1896 MacLeod 
himself realised that in justice it ought to be calied the Law 
of Oresme, Copernicus and Gresham. ‘“‘ Unfortunately,” says 
Seligman, ‘‘ MacLeod’s ignorance of mediaeval literature caused 
him to overlook the fact that the statement was a commonplace 
even before Oresme as with Pierre Dubois who pointed out in 
1305 that debasements injure every one except the jfirmarii and 
factores monetarum who export the over-valued money.” Again, 
in the Economic JouRNAL, in his review of Biichner’s Die 
Finanzpolitik und das Bundessteuersystem der Vereinigten Staaten 
von Amerika von 1789 bis 1926 (1926), he criticises the author 
for not paying attention to the rich controversial literature in 
the following words :— 


“Tn the United States, perhaps more than in any other 
country, economic and fiscal problems have been treated in 
detail in numberless pamphlets and monographs. In our 
own library we should estimate that there are at least two 
or three thousand monographs which deal with the fiscal 
history of the United States, none of which has been utilised 
by the author; and which would have shed brilliant light 
on not a few of the darker points. It shows the difficulty 
of discussing with complete success the economic problems 
of a foreign country without conducting researches on the 
spot. Inasmuch as all this material still awaits a future 
investigator, we must perhaps not complain that it has been 
unutilised by Dr. Biichner.” } 


Nothing was more interesting than to hear Seligman tell in 
his own words how he collected this library and paid prices far 
beyond the purse of the ordinary professor. In this respect his 
work was easy as compared with Foxwell’s, who Keynes said, 
“had small means and never held a well-paid appointment.” 
He doubted if Foxwell’s income ever “ reached £1000 a year at 


1 Economic Journal, 1927, Vol. XXXVII, pp. 436, 437. Professor W. R. 
Scott tells me that in the early summer of this year Seligman sent the final 
result of his comparison of the proofs of the Economic Bibliography 1701-50, 
published under the aegis of the British Academy, with the publications in his 
own Library. This covered about half of the whole period. He had previously 
sent to Higgs a number of additions. In the latter batch, sent to Scott, there are 
close on 600 new entries, some of extreme rarity. 
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any time.” ! There was one remarkable similarity between 
Seligman and Foxwell, and that was the delight which they took 
in their pamphlets and in the binding of these. All volumes of 
pamphlets were broken up and separately bound. Keynes says 
that Foxwell “insisted that every pamphlet must be separately 
bound,” and that he ‘‘ was perhaps the first to depart on principle 
from the eighteenth-century practice ’’ ? of binding pamphlets in 
a series of volumes. I think Seligman should share the honour 
of introducing this practice. Like Foxwell, too, he was interested 
in contemporary bindings. All the books in the Seligman library 
before 1800 which were not found in the contemporary binding 
were rebound, chiefly by Riviere. It was only after seeing 
Seligman’s library that I realised the truth of Adam Smith’s 
remark to Smellie, the printer, when he was looking through his 
(Adam Smith’s) books: ‘‘ You must have remarked that I am a 
beau in nothing but my books.” ? Seligman and Foxwell were also 
each a beau in this respect. 

Seligman’s interests were wide. For example, he was 
interested in art and linguistics. In fact, he regarded languages 
as an important instrument of social scientific inquiry. The 
economist, the lawyer, the politician, the historian, he used to 
say, who neglects to arm himself with the panoply of linguistic 
science shows that he does not fully comprehend the possibilities 
of his own discipline. In a history of art there was much, he 
believed, that helps to explain social institutions, and vice versa. 
No one, he said, who wishes to understand the operation of 
social laws in the modern world can afford to overlook the 
evidence offered by the arts, and on this account he included 
the arts with linguistics among the social sciences. He was a 
very clubable man. He was not only a Member of the Columbian 
Club, but of the Authors’, the City, National Arts, and Sculpture, 
New York, also of the Cosmos, Washington. There are not a 
few who have enjoyed Seligman’s friendship and his gracious 
hospitality on their visits to New York. To those who worked 
on lines similar to his own he was more than a friend, especially 
to the younger generation. His sympathetic and generous 
thoughtfulness for others and his readiness to add to his own 
hard work all manner of work for them were remarkable. He 
will be much missed as the McVickar Professor Emeritus in 
residence at Columbia. Those who knew him admired him; he 


1 Economic JouRNAL, 1936, Vol. XLVI, pp. 604, 609. 2 Ibid. 

3 Adam Smith’s library was much smaller than Seligman’s. He had only 
between three and four thousand volumes, and the pamphlets in it were 
carefully bound together (not separately) and indexes prefixed in Adam Smith’s 
own handwriting. 
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was loved for his sympathy, his generous range of outlook, and 
the grand consistency of his character. He was genial, open- 
minded, and leaves pleasant memories behind him. I may con- 
clude with the words which he himself used in his obituary 
notice on Henry Carter Adams in this JouRNAL :— 


‘Yet as I look back upon the many years of intimate 
association with him, I should say that far more important 
than the scientist was the man. He possessed remarkable 
qualities as a friend—not to speak of those as a husband 
and as a father. He endeared himself to everyone who 
knew him, and his students, above all, had the greatest 
possible affection for him. When the history of Economics 
comes to be written, I think it may be said without “i 
peradventure of doubt that Adams will occupy a place in 
the forefront of the ranks of American economists. To those 
who were privileged to enjoy his friendship, Henry Carter 
Adams will ever remain the embodiment of all that is 
gracious and loyal and fine.” ? 


— 


How true these remarks are of Seligman. 
G. FrnDLAy SHIRRAS 
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1911. The Income Taz. 
1915. An Economic Interpretation of the War. 
1917. How to Finance the War, by Seligman and Haig. 
» <A Constructive Criticism of the U.S.A. War Tax Bill. 
1921. Currency Inflation and Public Debts. 
1925. Essays in Economics. 
- Studies in Public Finance. 
1928. The Economics of Instalment Selling. (2 vols.) 
Double Taxation and International Fiscal Co-operation. 
1929. The Economics of Farm Relief. 
| 1932. Price Cutting and Price Maintenance. 
+” Report on the Revenue System of Cuba. 


II. Papers oR REVIEWS IN THE Economic JOURNAL 


1890. ‘* The American Income Tax.” 
1934. ‘* Some Neglected British Economists.’’ (Two papers.) 
1911. ‘‘ Ricardo and Torrens.”’ 


1914. “ The United States Federal Income Tax.” 
»» Graduated Income Tax Abroad. (Review.) 
1916. “‘ The Economic Influence of the War on the United States.” 
1922. ‘‘ Henry Carter Adams.” 
1927. Die Finanzpolitik und das Bundessteuersystem der Vereinigten 
Staaten von Amerika von 1789 bis 1936. (Review.) 


1 Economic JouRNAL, 1922, Vol. XXXII, pp. 272, 273. 
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CuRRENT Topics 


The Dundee Meeting of the British Association was brought 
to an end before Professor Meredith had had the opportunity of 
delivering before Section F the Presidential Address which is 
printed above. 





Mr. E. Ronatp WALKER, Senior Lecturer in Economics at the 
University of Sydney, and Financial Adviser to the New South 
Wales Treasury, has been appointed Professor in the University 
of Tasmania and Economic Adviser to the Tasmanian Govern- 
ment in succession to Professor F. R. Mauldon. 





An Association of Teachers of Economics and kindred subjects 
in schools has been formed to extend the teaching of these 
subjects, to study teaching problems and to promote discussion. 
The President of the Association is Professor A. M. Carr-Saunders, 
Director of the London School of Economics. Those interested 
should communicate with one of the acting joint secretaries : 
R. E. Amelot, 16 Connaught Mansions, Battersea Park, London, 
8.W.11, or C. F. G. Ransom, 25 Bedford Street, Derby. 





Association of University Teachers of Economics. The next 
Annual Conference of the Association of University Teachers of 
Economics will be held at Manchester during the week-end 
5th-S8th January 1940. An announcement, giving further details 
of the programme, will appear in the December issue of this 
Journal. 
















RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part II, 1939. The Economics of the Third Reich: N. Crump. The 

Carrying Trade of British Shipping: H. Leak. Wholesale Prices in 
1938; Epiror oF THE Sratist. Obituary of G. I. H. Lloyd. 

Economica. 

May, 1939. The Analysis of Costs of Retail Distribution : A. PLANT and 
R. F. Fowter. Velocity Analysis and the Theory of the Creation of 
Deposits: F.A.LutTz. A Noteonthe Law Relating to Company Dividends : 
R. S. Epwarps. The Assumptions of Linear Regression: R. G. D. 

i ALLEN and H. Scuuttrz. “An African Survey”: A. PLANT. 

! Avueust, 1939. Twenty Years of the Floating Debt: F.W. Patsu. Italian 
Finance and Investment: B. G. Foa and P. G. Treves. Lthics and 
Economic Reform. II. Idealism and Marxism: F. H. Kwyteunr. 
Currency Devaluation and Public Finance, 1929-1937 : J. K. HORSEFIELD. 
A Note on the Diagrammatic Representation of Elasticity of Supply: 
R. C. Tress. 

The Review of Economic Studies. 

Jung, 1939. Elasticities of Demand for Tea and Price-Fixing Policy : 
E. J. Broster. The Process of Unemployment in the Depressed Areas 
(1935-1938): H. W. Stncer. Trends in the ‘ Rigidity” of English 
Wage Rates: J. T. Duntop. Investment in the Building Industry, 
1930-1935. Part II: I. Bowren. A Note on Unoccupied Houses : 
H. W. Roxprnson. The Theory of Value Applied to Retail Selling : 
A. Smiru1es. Group Equilibrium with Selling Costs Variable: R. D. 
Soucry. The Excess Burden of Indirect Taxation: M. F. W. JosEpx. 
Money Wage Cuts in Relation to Unemployment ; a reply to Mr. Somers : 
N. Katpor. 

The Economic History Review. 

May, 1939. The Economic Decline of the Netherlands: C. H. Wrtson. 
The Norman Conquest and English Feudalism: D.C. Dovetas. In- 
vestment and Real Wages, 1873-86: W. W. Rostow. Revisions in 
Economic History: IX. The Fifteenth Century : M. Postan. 


Oxford Economic Papers. 


May, 1939. Price and Cost in Entrepreneurs’ Policy: R. F. Harrop. 
Price Theory and Business Behaviour: R. L. Hatt and C. J. Hrreu. 
Interest Prices and the Demand Schedule for Idle Money: A. J. BRown. 
Studies in Mobility of Labour: Analysis for Great Britain, Pt. I: H. 
Makower, J. MarscHak and H. W. Rosrnson. British Economic 
Fluctuations 1924-38 ; E. H. Petes Brown and G. L. 8. SHACKLE. 
The Multiplier in Closed and Open Systems : G. L. S. SHACKLE. 


The Sociological Review. 


AprRIL, 1939. The Causes of War: M. GinsBerc. The Correlation 
between Fertility and Intelligence within Social Classes : P. MosHrnsKy. 
An Anthropologist’s View of Mass-Observation: R. Firtu. Enrolments 
at German Universities since 1933: C. LurtKEeNns. Psycho-Analysis 
and the Study of Politics : T. MALING. 

JuLx, 1939. Some Conceptions of History: G.P.Goocu. The Provincial 

Universities: C. G. Rospertson. A Note on Methods of Establishing 

the Connexion between Economic Conditions and Crime : L. RADZINOWICz. 

Labour Migration and Age-Composition: G. H. Danret. Social Class 

Differences in Frequency of Marriage : K.T. Lim. 























The Banker. 


JUNE, 1939. U.S. Gold Policy. Economics of American Foreign Policy. 


Exchange Control in New Zealand : H. R. RANDERSON. 


JuLy, 1939. Budgeting for Bottle-Necks : ** Economist”. A Plan for 


Real Exchange Co-operation : P. Ernzic. 


Aveust, 1939. Principles of Emergency Finance: N. Katpor. Organis- 
ing Industry for Defence: R. W. B. Cirarke. The Future of Anglo- 


Roumanian Trade : M. ROMNICIANU. 


Lloyds Bank Monthly Review. 


May, 1939. British Monetary Policy : D. H. RoBertson. 
JUNE, 1939. Economists To-day : D. TyERMAN. 
Juty, 1939. The Export Problem: L. RossBrns. 


Midland Bank Monthly Review. 


May-JUNE, 1939. Long-term Trends in Britain’s Overseas Trade. 
JUNE-JULY, 1939. Signs of Recovery in France. 
JuLty—Aveust, 1939. The Standstill in International Investment. 


Westminster Bank Review. 
May, 1939. Industry and Defence. 


JUNE, 1939. Migrant Capital. 
JuLY, 1939. The Course of Commodity Prices. 


Planning. 


No. 147. How Milk is Produced. 

No. 148. <A Precarious Understanding. How News Comes from America. 
No. 149. Social and Economic Surveys. 

No. 150. Basic Problems of Government. Mechanism of Local Government. 
No. 151. Whitley Councils. 

No. 152. Cotton—a Fresh Start. 


Fabian Quarterly. 
No. 22. The Economics of Near-War: R. W. B. CxtarKre. The Govern- 
ment and the Farmers: ©. SmitH. Problems of the Balkans : V. Rosty- 
son. Economic Interests in Parliament : M. F. JOLIFFE. 


International Labour Review. 


JUNE, 1939. A Programme for Family Security in Sweden: A. Myrpat. 
The Organisation of Immigration and Land Settlement in Venezuela, I: 
E. Stewers. The Governing Body Delegation in South Africa. Employ- 
ment through Public Works in the United States. 

Juty, 1939. Workmen’s Compensation in Canada: M. MackinTosu. 
The Organisation of Immigration and Land Settlement in Venezuela, II : 
E. Stewers. Family Allowances in Norway. Co-operation in Palestine. 
Survey of African Labour. 


The Canadian Journal of Economics and Political Science. 


May, 1939. Science and Society: R. H. Coats. The Select Committee 
on the Civil Service, 1938 : R. Maccrecor Dawson. The Gains from 
International Trade: P. A. Samurtson. The Eastern Irrigation 
District: C. 8. Burcuitn. Comparative Costs, the Gains from Trade, 
and Other Matters, considered by Prof. Viner: P. T. ELLSwoRTH. 


Indian Journal of Economics. 


APRIL, 1939. Conference Number. The various papers read and dis- 
cussed fall under several main headings. 1. Inaugural and presidential 
addresses by T. J. Kedar, Vice-Chancellor, Nagpur University, and Dr. 
Gyan Chand, professor of Economics, Patna University; the latter on 
the need for a new outlook in economics. 2. The Theory of Interest 
and Investment by V. L. D’Souza, P. S. Loganathan, Bhabatosh 
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Datta, H. C. Seth, A. K. Das Gupta, M. H. Nanavati. 3. Rural In- 
debtedness and Debt Legislation by C. N. Vakil, B. V. Narayanaswamy 
Naidu and P. Vaidyanathan, A. I. Qureshi, 8S. A. Samad, B. G. Row, 
S. Sen, B. N. Rohatgi, B. R. Subba Rao, K. C. Ramakrishnan, V. K. 
Chopra, Mrs. 8S. Das Gupta, G. Raghavrao. 4. Commerce and Trade 
Agreements by B. K. Madan, T. 8. Rao, M. K. Muniswami, B. Tiru- 
mulacher. 5. Problems of Planning and Reconstruction by P. S. 
Narayanprasad, B. G. Bhatnager, N. 8. Pardasani, B. V. N. Naidu. 


The Economic Record. (Supplems.t.) 


Aprit, 1939. The Political Problems of a Managed Currency: F. W. 
Eeciteston. The Commonwealth Bank—Co-operation or Compulsion : 
D. B. Coptanp. Stabilisation in a Dependent Economy : H. BELsHAw. 
‘Sound Finance”: E. R. Watker. The Limits of Monetary Policy : 
T. Hyrren. Effects on Australian Monetary Conditions of Accumulation 
of Government Funds: D. H. Merry. The Marginal Productivity of 
Capital: C. CtarK. Some Lessons of the American Experiment: G. L. 
Woop. General Theory and Swedish Economic Practice : H.C, Coomss. 
Marx and Keynes’ General Theory : E. E. Warp. 


The Economic Record. 


JuNE, 1939. The Place of Expectations in Economic Theory: L. G. 
MELVILLE. Depreciation and Income: W.PrRest. Production, Primary, 
Secondary and Tertiary: A. G. B. Fisuer. Policies and Trends in New 
Zealand: S. LeatnHem. The Marginal Productivity of Capital: C. 
CxiaRK. The Growth of Control of Butter Marketing within New Zealand : 
H. B. Low. An Excursion in Dynamic Theory: G. G. Frrta. 


The Quarterly Journal of Economics. 


May, 1939. The Scale of Agricultural Production in the United States : 
J.D. Biack, R. H. Atten, O. A. NEGAARD. Long Cycles in the Building 
Industry, 1856-1935 : C. D. Lone, Jr. Executive Compensation Pay- 
ments by Large and Small Industrial Companies: J. C. BAKER. The 
Administration of Federal Range Lands: M. Citawson. Maintenance 
of Resale Prices by Manufacturers: R.Cassapy, Jr. Hereditary Land 
in the Third Reich: J. K. GatsBrairnH. The Social Cost of Bad Debt : 
R. GRAVE. 

Aveaust, 1939. The Theory of International Trade under Silver Exchange : 
Cuon-Mine Li. Price Flexibility and the Degree of Monopoly: J. T. 
Duntop. The Economics of Collective Bargaining: M. BRonrFeENn- 
BRENNER. T'ax Shifting in the Short-Run: E. D, FaGan and R. W. 
Jastram. The Literature of Highway Finance: R. C. BRerruot. 


The Journal of Political Economy. 


JUNE, 1939. Production and Distribution in the Short Run: G. STIGLER. 
Pure Capitalism and the Disappearance of the Middle Class: A. L. 
Harris. United States Government Activity in Low-Cost Housing, 
1932-38 : G. A. Cam. Averaging of Income for Income-Tax Purposes: 
W. Vickrey. National Income and Capital Formation : M. A. COPELAND 
and E. M. Martin. Monetary Influences on Post-War Wheat Prices ; 
A Reply: V. P. TrmosHENKO. The Pryme Library of Economics at 
Cambridge University: F. W. Fetter. The Incidence of a general 
Output or a general Sales Tax ; A Correction: H. G. Brown. 


The Review of Economic Statistics. 


May, 1939. Cyclical Changes in Corporate Profits: W. L. Crum. On 
Crisis and Adjustment: L. M. LacumMann. Methods of Measuring 
Demand or Consumption: E. W. Gitpoy. Interactions between the 
Multiplier Analysis and the Principle of Acceleration : P. A. SAMUELSON. 
The Relation of the Economic Life of Equipment to Reinvestment Cycles : 
J. S. Bary. Fluctuations in United States Consumption, 1919-1932 : 
JJ. Potak. Review of the First Quarter of 1939 : D. Wescort. 
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Journal of the American Statistical Association. 

JUNE, 1939. The Construction of Indexes of Physical Production: P. G. 
Hupson. Price Reduction and Sales of Conswmers’ Durable Goods : 
D. D. Humpurey. Replacement Demand for Durable Consumers’ Goods : 
E. B. Georer. The Financial Aspects of Railroad Consolidation : 
8S. C. Davis. Notes on the Interpretation of External Statistics: Q. F. 
WALKER. Collection and Interpretation of Inventory Data: W.MiItTcHELt, 
Jr. Trends in Canadian Bond, Stock and Commodity Markets: A. W. 
TURNER. Some Problems in Teaching Elementary Statistics: L. S. 
Kettoce. Discussion: H. P. HARTKEMEIER. The Purpose and Method 
of Measuring Productivity : H. Macporr. Measurement of the Techno- 
logical Factor in Labor Productivity: A. Wusnia. Did Productivity 
Increase in the Twenties ? E. C. Bratt. A Rejoinder : D. Werntravs. 
Religious Differentials in the Net Reproduction Rate: A.J.JArFe. Repre- 
sentative Sampling in Large-Scale Surveys: F. F. STEPHAN. Standard 
Error of the Coefficient of Elasticity of Demand: J. L. Mosax. 


The American Economic Review. 

JUNE, 1939. Theory of Monopolistic Competition: F. Macuiup. Labor 
Movements of Great Britain and U.S.: N. J. Ware. Technological 
Conditions and Employment of Labor : FE. Lonitcan. Budgetary Balance 
and Capital Budget: R. A. Muscrave. Liquidity and Solvency : W. A. 
Morton. Government Competition and Private Investment: B. W. 
Lewis. Labor Disputes on Rights and on Interests: J. V. SPIELMANS. 
New Unionism in United States. P. Tarr. Nation’s Labor Supply, 
1930-1937 : J. B. Parrish. Banking Groups in Corporate Reorganiza- 
tions: P. M. O’LEary. 


The Annals of the American Academy of Political and Social Science. 
May, 1939. Refugees. Showing the causes, the facts, the administrative 
and economic difficulties, the human adjustments and the efforts at 
solution, of forced migration. 
JuLy, 1939. Democracy and the Americas. 


Econometrica. 

JuLy, 1939. A Simplified Model of the Causation of Technological Un- 
employment: J. TINBERGEN and P. DE WotFrr. Some Problems in the 
Measurement of Income Elasticities: H. Greca Lewis and P. H. 
Dovetas. Periodicity as an Explanation of Variation in Hog Production : 
P. D. Braptey, Jr., and W. L. Crum. The Practice of Depreciation : 
G. A. D. Pretnreicu. Elasticities of Expenditure in the Dynamic 
Theory of Demand: G. TrintNER. The Demand for Passenger Cars in 
the United States; A Reply: R. Soto. The Demand for Passenger 
Cars in the United States ; A Rejoinder: P. DE WOLFF. 


Social Research. 

May, 1939. Causes of Economic Instability : A. Jounson, H. STAUDINGER, 
E. Leperer. Achieving Economic Stability in Dictatorial and Demo- 
cratic Countries: F. LEHMANN, A. KAHLER, A. FEILER. Achieving 
Economic Security within the Framework of Democratic Institutions : 
E. Huta, M. Ascott. Is Economic Security Worth the Cost ? G. Cotm, 
W. Y. Ettiorr. 


Harvard School of Business Administration. Bureau of Business 
Research. 
Buttetin No. 109. May, 1939. Operating Results of Department and 
Specialty Stores in 1938 : M. P. McNarr. 
BULLETIN No. 110. Expenses and Profits of Limited Price Variety Chains 
in 1938 : S. F. TEELE. 


National Bureau of Economic Research. 


BULLETIN 74. Commodity Flow and Capital Formation in the Recent 
Recovery and Decline, 1932-38 : S. KUZNETS. 
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Journal of Farm Economics. 


May, 1939. Economic Criteria for Classifying Non-urban Land According 
to Probable Best Use: D. Werks and H. R. JosEPHsSON. Germany's 
Bid for Agricultural Self-Sufficiency : B. Hiaeins. Evolution of a Plan 
of Intra-Association Shifting of the Capital Obligations Among Members : 

E. ErpMan and W. W. Taytor. Status of Agricultural Trade 
ies in Holland: S.C. Surrin. Economic Aspects of Hybrid Corn : 
A. A. DoweELt and O. B. JESNEss. 


Wheat Studies. 


Aprit, 1939. Durum Wheats and their Utilisation: Cart L. ALSBERG. 


Some strains of durum wheat, which probably originated in Northern 
Africa, are resistant to rust and drought and are therefore grown in 
many semi-arid regions. It probably constitutes about 8 to 9 per 
cent. of the world’s wheat crop. It is the premier raw material for 
the semolina used in alimentary pastes of the macaroni type, but has 
till recently been little used for bread and only very rarely used alone 
for flour. When the price is favourable it is now with improved methods 
used as a “‘ weak filler wheat.”’ The price, because of the special use 
in making macaroni, does not always run parallel to other wheats. 
There is sometimes a considerable premium, at others a considerable 
discount. 


May, 1939. World Wheat Survey and Outlook, May, 1939: V. P. 


TIMOSHENKO and H. Working. World wheat supplies for the crop 
year now closing were of record size. The year’s disappearance will 
be exceptionally large, swelled by absorption of wheat in low- -price 
outlets, notably the Orient. Feed use of wheat in the major exporting 
countries and Continental Europe will not attain levels reached in some 
earlier years of burdensome surplus. The world carry-over will probably 
be larger than any except that of 1934. The volume of the world 
wheat trade in 1938-39 now seems likely to approximate 585 million 
bushels. Prices in England and in the major exporting countries 
moved at an extraordinarily low level. Prices in the United States, 
Argentina and perhaps Canada gained support from governmental 
operations. The world crop of 1939 will probably fall much below the 
crop of 1938. It is possible that Liverpool prices may rise somewhat 
in the next few months. Present premiums of Chicago over Liverpool 
may decline, as may those of Winnipeg over Liverpool if the new 
Canadian crop is even of moderate size. 


Journal des Economistes. 


Marcu-Aprit, 1939. L’Ere de la force contre le droit: E. Payren. Le 


Pape Pie XII: J. G. La fin de la guerre civile d Espagne: E. P. 
Les économies budgétaires et les mesures de défense fiscale : E. RouLAND. 
L’année 1938 dans l'économie polonaise : C. DE Kownacki. L’industrie 
houillére frangaise en 1938: N. La crise politique en Belgique: E. 
RovutanD. La production et les pérégrinations de Vor, témoignages de 
Vinsécurité mondiale: E. P. Le plan financier, économique et social 
pour la défense nationale: P. R. Revue de l’Académie des Sciences 
morales et politiques : O. PicHor. 


May-JuNE, 1939. L’Espace vital: E. Payen. A la conférence inter- 


nationale du travail : E. Routanp. Le nouveau statut de la Reichsbank : 

E.R. Dépression, crédit, reprise: M. Carsow. Les tribulations du 
dollar chinois: E. P. Le commerce extérieur de la Pologne: C. DE 
Kownacki. La vie nouvelle des grandes compagnies de chemins de fer 
@aprés les derniéres assemblées: E. P. Le bilan des cing premiers mois 
du plan de trois ans. Rapport au président de la République: N. La 
situation internationale du canal de Suez: J.G. Revue de l’ Académie des 
Sciences morales et politiques : O. Pichot. 








ai 
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Revue d'Economie Politique. 


Marcu—Aprin, 1939. L’Arbitraze obligatoire en France: W. Ovatip, 
Le Fonctionnement du systéme monétaire égyptien: E. JAMrs. La 
Nationalisation des usines de guerre: P. REUTER. Organisation écono- 
mique de la nation en temps de guerre : COMMANDANT WURMSER. 


Bulletin de UInstitut de Recherches Economiques. 

May, 1939. La formation du réscau des voies navigables en Belgique : 
Y. Ursain. La raison @étre et Vévolution du crédit fluvial de 1926 a 
1938; H. VAN CRIEKINGE. La conjoncture économique de la Belgique 
et du Luxembourg: L.-H. Dupriez. La conjoncture économique des 
pays étrangers : P. RousSEAUX. 


Revue de l'Institut de Sociologie. 

APRIL-JUNE, 1939. Ernest Mahaim: M. GorrscHaLk. Diplomatie et 
Société des Nations: M. Bourquin. Les Problémes économiques ét 
sociaux de l’ Alimentation: G. DE LEENER. Lucien Lévy-Bruhl et la 
psychologie des non-civilisés : V. LAROCK. 


Weekly Report of the German Institute for Business Research. 


NuMBER 19/20. The Problems of German Agriculture. The Position of 
Clearing Agreements in German Foreign Trade. 

NuMBER 21/22. General Economic Conditions. The Raw Material 
Supply of the German Wool Industry. 

NuMBER 23/24. The German Coal Industry. The German State Railroad. 

NuMBER 25/26. The Predominant Position of German Industry. The 
Pressure of Population as an Economic Force: E. WAGEMANN. 

NuMBER 27/28. General Economic Conditions. German—Latvian Trade 
Relations. The Pressure of Population as an Economic Force: E. 
WAGEMANN. 

NuMBER 29/30. Foreign Trade and Trade Policy. 

NuMBER 31/32. Lag in Consumption Goods Production. 


Archiv fiir mathematische Wirtschafts- und Sozialforschuny. 
Vou. V, No. 2, 1939. Die Sterblichkeit nach dem Ké6rpergewicht: H. 
BLUmMeL. Beitrag zum Problem von Bernoulli: A. BAUMBERGER. 
Ein Wahrscheinlichkeitsproblem in der Kundenwerbung : H. MUnznNer. 
Zur Ableitung der Sheppardschen Korrektur: F. BurknmarptT und 
H. V. STACKELBERG. Ordnung der Wirtschaft : H. MOLLER. 


Weltwirtschaftliches Archiv. 
May, 1939. Devisenbewirtschaftung als neue Wahrungsform: F. MEYER. 
This article—the German version of a memorandum submitted to the 
twelfth session of the International Studies Conference this summer— 
sets out to prove (1) that the institutional basis for the working of the 
gold standard has irrevocably disappeared; (2) that the system of 
‘total’? foreign exchange control, as developed in Germany, is not 
just an ‘“‘emergency solution ’”’ of the problem created by the Great 
depression, but that it has come to stay as a permanent organisation 
of foreign trade relations; (3) that any country that wants to combine 
an autonomous economic policy, a state of full employment and stable 
foreign exchange rates, and that has no reserves of foreign exchange, 
will have to adopt such a system. Die Verbesserung des Erndhrungs- 
standards und die Umleitung der produktiven Krafte: A. G. B. FISHER. 
The trend of Professor Fisher’s argument is that, in an exchange economy, 
the nutrition problem must not be seen in isolation as a problem of 
agricultural production, marketing, and efficiency, but as a problem 
of the total disposition of productive resources in such a way as to raise 
real incomes, with the increase in standards of nutrition as part of a 
general rise in expenditure not only on foodstuffs, but also on other 
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things. For this rise in real incomes Professor Fisher looks more to 
the production of those “‘ other things ”’ than to improvements in food 
production itself. Nutrition reformers will have to direct their attention 
away from agriculture to the more general “resistances” put up by 
sectional interests against the redisposition of productive resources 
which might lead to higher incomes. Die Beziehung von Rassen un 
Vélkergruppen zur historischen Gestaltung des weltwirtschaftlichen 
Raumes: B. Kusxr. Uber einige Einwédnde gegen die zeithezogene 
Kapitaltheorie mit besonderer Riicksicht auf die Stellung der Kapitalgiiter: 
A. J. Gapouin. The time concept of capital as developed by Béhm- 
Bawerk and Wicksell is defended against some criticisms recently 
advanced, although it is admitted that its validity is restricted to a 
‘free > economy with a rate of interest.—There are also two Reports, 
the first on the Hungarian textile industry, the second on currency and 
money in the New Portugal. English readers will be interested in a 
review article on Mr. Guillebaud’s recent book The Economic Recovery 
of Germany, which deals also at great length with the criticism of Mr. 
Guillebaud’s book in an article ‘‘ Nazi Economics ”’ in the Economist. 
Juty, 1939. The present issue, which opens the fiftieth volume of the 
Archiv, appears with a congratulatory message from General Goering.— 
Weltwirtschaft, Weltwirtschaftslehre, Weltwirtschaftliches Archiv: H. 
Bente. The author describes how the changing structure of inter- 
national trade is reflected in the changing character of the fifty Archiv 
volumes (since 1913). It is argued that the attitude of the Archiv 
embodied, from the beginning, under the editorship of Harms, a ‘‘ German 
view ” of world economy, for which the Anglo-Saxons have neither 
understanding, nor even a proper name. There is a selective survey of 
the main contributions in the Archiv to the major economic problems 
of the post-war period, confined to the now acceptable authors, with 
some attacks on the “emptiness, conceit, paper knowledge, and silly 
verbiage ’’ of the liberal contributors to the last volumes before 1933. 
Germany is acclaimed as the new centre of gravity in world economics. 
Generally, the survey is aggressive and sometimes quite unnecessarily 
offensive. Staat und Kredit in Belgien: G. CRAEN. The article deals 
mainly with the Belgian banking reform of July, 1935. The new 
“institutions parastatales’’ and the changes produced by them in the 
capital market and monetary organisation are described. The conclusion 
is that, in spite of theoretical liberalism, Belgium is dragged along the 
road of increasing State intervention. Neue Verkehrsvorschlége in den 
Vereinigten Staaten: P. Lockiin. Ashort article analysing the proposals 
for a ‘‘ fair deal ” and the ‘‘ co-ordination ”’ or transport in U.S. recently 
made by two Presidential Committees (the Splawn Committee and the 
Labour Management Committee) and by the Association of American 
Railroads. Betrachtungen zur Agrarpolitik Irlands: J. JOHNSTON. 
In this article Prof. Johnston (of Dublin) musters the reasons why 
Ireland’s economic future will remain bound up with agriculture, and 
why the strengthening of agriculture must remain the prime concern of 
Trish policy. In pursuance of this line of thought, he pleads for a 
removal of the protective duties for industrial goods and for free fodder 
imports. Die Bevélkerungsentwicklung Jugoslawiens und das Problem 
der agrarischen Ubervélkerung: N. Mirkowicu. In contrast to the 
preceding Irish economist, the Yugo-Slav author considers the in- 
dustrialisation of his country as the best solution of its problems, fore- 
most among them that of agricultural over-population. While Yugo- 
Slavia has the highest rate of natural increase in Europe, only 28 per cent. 
of its land is at present arable. There are also two Reports, one about the 
library of the Institut fiir Weltwirtschaft in Kiel, the other about the 
roceedings of the Fifth International Conference of Agricultural 
conomists held in Canada during August 1938 (the full proceedings of 
the Conference have been published in English). Readers of the Journal 
will be interested in a review article—in English—by Prof. Pedersen 
of Aarhus, Denmark, of Mr. Guillebaud’s recent book on Germany’s 
economic recovery. 
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Jahrbiicher fiir Nationalékonomie und Statistik. 


May, 1939. Zur Theorie der Kapitalbildung: H. Sete. Concluded 
from the April issue; the element of time is introduced in a distinction 
of the effects of savings; (a) while the new investment due to saving 
is taking place; (b) when the new capital goods are applied in pro. 
duction. The main conclusion emerging is that in an economic ex. 
pansion not brought about by previous saving there is always the 
inherent danger of a crisis because there is no automatic guarantee of 
a sufficient amount of ‘‘ ex-post saving ”’ to take up the newly produced 
capital goods. Die Wirtschaft des Sudetenlandes und thre Stellung in 
der Wirtschaft Grossdeutschlands und des ndaheren Ostens: K. Uutuic. 
The article provides a broad statistical survey of the Sudeten territory, 
its people, economic conditions, balance of payments, and productive 
resources. While it has partly lost in interest for the outside world 
by the further annexations beyond the Sudetenland in March (taken 
into account by the author), it contains also interesting implications 
of an economic exploitation of the Czech ‘‘ protectorate.” Totale 
Preisbildung: W. Metyuotp. The author explains first the legal 
basis of the almost boundless sphere of competence of the Reich Com- 
missar for Price Fixation. Similarly comprehensive are his powers in 
so far as he can decree any measures that seem to him necessary to 
achieve the object of maintaining or changing prices—far beyond 
actual price fixing. All industrial or other contractual agreements are 
over-ruled by his decrees. The author stresses, rightly, that this new 
institution must be considered as fundamentally different from the old 
Commissar with his mainly supervisory powers. It is also forecast 
that ‘‘ total ”’ price fixing—with legal, horizontal and vertical “ totality,” 
as at present—will remain a lasting feature of German economic life, 
and that it is not an ad hoc device for the purposes of the Four-Years 
Plan.—The present issue contains also the first instalment of the 
Jahrbiicher’s annual survey of international money and capital markets. 
It includes the general comparative section, and individual chapters 
on the European countries, with the exception of the Eastern and 
South-Eastern states. 

JuNE, 1939. Uber den Begriff der natirlichen Ordnung der Wirtschaft bei 
Francois Quesnay: P. F. ScurépER. The author argues—in criticism 
of Spann’s interpretation—that the physiocratic model of stationary 
circulation is an attempt to work out a national system of economics 
in the modern sense and of relevance to the present German efforts 
in that direction. Die Mittelwerte in der Lohnstatistik : F. BrHRens. 
The article contains a discussion of the fictitious character of the 
‘* average wage rates ’’ as calculated from statistics of the ‘‘ wage bill” 
type. There is an analysis of the wage structure—by way of averages 
and dispersions of different kinds—in the German metal goods industries, 
on the basis of a survey by the Statistisches Reichsamt in June 1938, 
comprising the wages of 900,000 workers. Der Neue Finanzplan: 
F. TERHALLE. An analysis, more legal than economic, of the German 
‘*Law regarding the Financing of National-Political Tasks of the 
Reich ” of March, 1939. The main point of interest is the develop- 
ment of the ‘‘ tax remission certificates ’’ technique. Die Umgestaltung 
des mitteleuropdischen Binnenschiffahrtsnetzes infolge der Schaffung 
Gross-Deutschlands : R. Hennic. Advances projects for new Rhine- 
Danube and Moldava—Danube canals, possibly supplemented by a4 
Danube-Salonica canal, with the object of making the Danube the 
‘*German Mississippi ’’ and of “ extending Hamburg’s hinterland into 
the Balkans.’”—This issue completes also the annual survey of inter- 
national monetary conditions, by dealing with the Central and South- 
Eastern European countries, the American countries, U.S.S.R. and the 
Far East, the British Dominions and India. 

JuLy, 1939. Gesunde Geldwirtschaft: R. WitBRaANDT. The main thesis 

of this article is that such things as unemployment, fluctuating prices, 

deflations, exaggerated trade cycle movements, etc., which are often 
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considered as inevitable drawbacks of a monetary system, are due not 
to money itself, but to faulty monetary policies. With a proper policy 
designed to secure adequate purchasing power these things could not 
happen, though the author agrees that a different purchasing power 
may be “‘ adequate ”’ according to whether it is internal activity, foreign 
trade, or foreign exchanges that are to be maintained. Die russische 
Judenpolitik und die Uberfremdung des Grundbesitzes: R. Mauracu. 
A history of the restrictions placed on Jews by Czarist Russia in the 
ownership of real estate. This restrictive policy is blamed for its 
ineffectiveness. Das Jugendschutzgesetz vom 30 April, 1938: H. 
SreMERING. The law explained in this article restricts the employ- 
ment of children, limits the standard working hours of juveniles (14— 
18 years) to 48 hours a week (with exemptions up to a possible 54 hours 
a week), and introduces—for the first time in Germany—a fortnight’s 
holiday with pay (for juveniles only). To put this law in the right 
perspective, the author also gives a short history of the progressive 
regulation of juvenile employment conditions in Prussia since 1824. 
There is also information on the holiday camps organised by the Hitler 
Youth. Aus der amerikanischen Arbeiter und Gewerkschaftsbewegung : 
Tu. BravER. The author is a German trade union expert, now living 
and teaching in America. Among his impressions of American trade 
unionism, the outstanding are: the lack of a social or philosophical 
“background,” the traits of violence, the methods used by employers 
to crush strikers (based on the recent La Follette Committee Report), 
the campaign against the National Labor Relations Board, the “ un- 
political ’’ character of the A.F. of L. leadership, the tendency of the C.I.0. 
to get beyond a purely “ distributive ” attitude (higher wages—lower 
profits) and the belief in ‘‘ Americanism,” in spite of terrible economic 
waste. 

Aveust, 1939. Die konjunkturpolitische Bedeutung des Gesetzes der 
zeitlichen Einkommenfolge : W. Maur. The “law of income sequence 
in time,” formulated by ZWIEDINECK-SUDENHORST, is the German 
version of the attack on Say’s Law; it shows how there may be dis- 
crepancies between aggregate supply and demand in any given period, 
and also between the changes in different kinds of income. The author 
of the present article extends the application of this law as explaining 
monetary disturbances and the “strategic ” importance of investment 
in the trade cycle, via the fluctuation in ‘‘ producers money.” Das 
heutige Problem des Goldes und des Geldes : K. Baas. Die auslandischen 
Wanderarbeiter in Deutschland: F. RasteTtTER. A complete survey 
of the employment of foreign agricultural seasonal labourers in Germany ; 
history, extent, selection, distribution, wages, working conditions, social 
insurance problems, results. ‘The resumption of the practice, which had 
stopped since 1930, is justified almost exclusively by the flight from the 
land in Germany. The deficiency of agricultural labour in Germany is 
estimated at 800,000, and this permanent deficiency cannot be made 
good by seasonal migration. English readers may be particularly 
interested in this article in view of the references made to the subject 
by Lord Halifax in his recent address to the Royal Institute of Inter- 
national Affairs. The author admits that the sudden interruption of 
the flow of Polish labourers has created serious difficulties for the 1939 
season. It is also explained that the farmers objected to getting 
Italians instead of ‘‘ robust ’’ Poles, but that the ‘‘ prejudice ” is now 
removed. The transfer of foreign exchange, necessitated by this 
employment is covered by special additional exports to the home 
countries of the farm hands. The Italian workers have been granted 
better transfer conditions than the Eastern Europeans. Das Wesen 
der Preisstopverordnung : W. Hecut. 


Zeitschrift fiir Nationalékonomie. 

JUNE, 1939. Zur Allgemeinen Theorie von Professor Keynes: E. DExn. 
The author now extends his severely critical remarks on Mr. Keynes’ 
Treatise on Money (published in a previous issue of the Zeitschrift) to 
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the General Theory. The article is entirely unrelated to the general 
discussion which has arisen round the General Theory, of which the 
author seems quite unaware. The main points of attack are: (1) 
Savi ‘ings = Investment, for which the author finds three contradictory 
variants in the General Theory. (2) Effective demand and aggregate 
supply as functions of total employment. (This part of his criticism 
would seem to be based on a failure to distinguish between aggregate 
demand and demand price.) (3) The propensity to consume (criticism 
based on failure to distinguish between saving and thriftiness). (4) 
The multiplier: the author argues that the theoretical possibilities of 
an infinite multiplier indicate a ‘‘ theoretical mistake ” in the whole 
analysis. (5) Liquidity preference: ‘‘desired”’ and “ available ” 
amount of money need not coincide. Die wirtschaftlichen Wirkungen 
des technischen Fortschritts : U. Lerrson. Concluded from the previous 
issue. The author subscribes to the ‘‘ compensation ’’ view for un- 
employment due to technical progress—with some reservations—but 
he stresses that technical progress may lower real wages. While ad- 
mitting this, he is still inclined to think the “* technocratic ”’ view vastly 
exaggerated. Hine Theorie der Reklame: E. SCHNEIDER. A short 
article summarising and, in some respects, supplementing the work of 
a young Danish economist, B. Barford, on the place of advertisement 
in the theory of imperfect competition. Kolonialfrage und Neuordnung 
der Weltwirtschaft: E. H. Voce. It is argued that a high degree 
of independence of great powers like Germany in the supply of raw 
materials—such as can only be achieved by the re-acquisition of colonies— 
is a necessary condition for a limited return to free foreign trade, and 
normal currency conditions. Zur Geschichte des Denkens tiber das 
soziale Leben: L. Wiese. A review article on an American work: 
** Social Thought from Lore to Science,” by E. Barnes and H. Becker 
(2 vols.). 
De Economist. 


May, 1939. Productieve arbeid voor de werklooze jeugd, I: A. HOLLEn- 
BERG. A survey of what is being done in various countries in con- 
nection with the provision of work for the unemployed of younger 
ages, and the allied question of ‘‘ Arbeitsdienst.”” ‘The present article 
is confined to three authoritarian states—Bulgaria, Germany and Poland. 
Bulgaria represents the ‘‘ cradle ’’ of Arbeitsdienst, compulsory service 
having been introduced in 1920 in order to restore the country. Its 
primary purpose was not tocombat unemployment. _ It is chiefly directed 
to the provision of means of communication. There is a period exacted 
from all men yearly between the ages of 20 and 40, and from women 
between the ages of 16 and 30. In Germany the measures taken were 
originally designed to reduce unemployment and were operated through 
many agencies. Concentration took place after 1933, and the idea of 
combating unemployment fell into the background. Universal Arbeits- 
dienst was introduced in 1935; it has been largely limited to works of 
public importance and permanent improvements in agriculture. On 
the women’s side only a beginning has, in practice, been made. In 
Poland, as in Germany, it was not originally a State service. Now it is 
under the Minister for Military Affairs, and military objects occupy the 
first place. It does not extend to all. The most characteristic feature 
of the system is the training it gives in co-operative methods. Enkele 
opmerkingen omtrent de sociale en economische toestand omstreeks 1850 : 
Frank De Vries. In the nineteenth century poverty prevailed in 
Holland down to 1850. About that year a change took place, but not 
until the °70’s was it possible to speak of a general improvement. 
Authorities are cited to show the situation circa 1850 with regard to 
industry and trade, the condition of the workers, wages, etc. The 
change is attributed to a general rhythm in welfare. Principieele 
richtlijnen voor de heffing van een algemeene belasting op bedrijfswinsten: 
J. A. Monop DE FROIDEVILLE. A discussion of the pr inciples which 
should govern the taxation of profits of ‘“‘ natural” and “legal” 
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rsons, with special reference to Joint Stock Companies. Enkele 
opmerkingen betreffende het “* herleidingstelsel ” : G. M. VERRIJN STUART. 
A critical review of a work by Professor Mees (Reéele Economie), who, 
as against the present ‘‘ Gold-is-gold principle,” argues for what is in 
effect a tabular standard. 


JunE, 1939. Het einde der combinaties in Duitschland: J. G. ScHour. 


A survey of measures taken in Germany with a view to control of 
Cartels and of industry in general, beginning with the measures taken 
by Schmitt in the earlier part of 1934, and by Schacht from August to 
December, 1934, including (27th Nov., 1934) the establishment of the 

. Allgemeine Organisation des Aufbaues der Industriellen Wirtschaft. 
The process ends with the ‘‘ Verstaatlichung ” of economic life. Pro- 
ductieve arbeid voor de werklooze jeugd, II: A. HOLLENBERG. A con- 
tinuation of the previous article, dealing with the provision made for 
the unemployed, especially with regard to training, in the case of the 
lower age-groups. The present article deals with the provision made 
in the U.S.A., Great Britain and the Netherlands. Gezinsuitgaven of 
boekhoudrekeningen: R.Ciarys. Arising out of a recent investigation 
by the Dutch Central Bureau for Statistics, the writer discusses what 
an enquiry into the cost of living should aim at. In more detail, con- 
sideration is devoted to the question of the correct procedure to be 
adopted in the case of purchases on credit and the instalment system ; 
the case of a house occupied by the owner; and the case of goods 
produced and directly consumed; also the reaction of these on the 
determination of the amount of income. 


Giornale degli Economisti e Annali di Economia. 


JANUARY—-FEBRUARY, 1939. This is the first number of this newly amal- 


gamated Journal. Recenti vedute teoriche inglesi sulla disoccupazione : 
G. U. Parr. A critical discussion of the views put forward in Pigou’s 
Theory of Unemployment and Keynes’ General Theory of Employment, 
Interest and Money. Osservazioni sulle tavole di fecondita: L. LENTI. 
The actual (“‘empirical’’) rate of increase of the population, on the 
basis of the fertility of each age group in 1930-32, is a good deal higher 
than the ‘‘ stable’ rate which can be calculated when allowance is 
made for the age-grouping in those years, itself the result of a higher 
birth rate in the past. Le base logiche dell’economia dinamica nel clima 
scientifico odierno: G. DeMaria. A lengthy article dealing with the 
recent change observable in the attitude of economists towards the 
problems of economic dynamics. Colonie e colonizzazione secondo gli 
economisti italiani del settecento: R. 8. Satis. Breve storia della prima 
serie del Giornale degli Economisti : A. ZORLI. 


MarcH-AprIL, 1939. Giuoco, assicurazione e risparmio: U. Riccr. An 


analysis of the similarities and differences between gambling, insurance 
and saving. Il problema finanziario e le nuove teorie economichi: E. 
D’AtBEeRGO. Problems of public finance are discussed in the light of 
the work of Tinbergen, Ross and other writers on economic dynamics. 
Sulla teoria dei ‘‘ clearings’? complementari nel quadro dell’autarchia di 
approviggionamento : G. DemMarRIA. A thorough critical analysis of the 
nature and effects of the type of clearing agreements imposed by 
Germany on many of her neighbours in South-Eastern Europe and 
South America. Le classe sociali nell’ Unione sovietica : L. E. HUBBARD. 
Soviet Russia has by no means succeeded in establishing a class-less 
society. ‘‘As time goes on the population of the Soviet Union, 
instead of approximating to an ideal communist society, is becoming 
increasingly divided into salary earners and wage earners, into those 
who are in authority and those who obey, into a governing class and 
into a class which is governed.” L’imposta sul capitale e la sua incidenza 
sul risparmio investito nelle societa per azioni: W.Munetour. A study 
of the incidence of the Italian capital levy upon companies. It is 
contended that the tax, intended to be at the rate of 10 per cent. of 
the capital actually invested, is often much heavier and falls with very 
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unequal burden on different companies according to their financial 
structure. La teoria dei prezzi: G. DeMaria. A critical and unfavour- 
able review-article dealing with Professor Marget’s recent book, The 
Theory of Prices: A re-examination of the central Problems of Monetary 
Theory. 


Rivista Italiana di Scienze Economiche. 


JANUARY, 1939. Produzione e popolazione lavoratrice in regime di mercato 
libero e di mercato controllato: P. JANNACCONE. An analysis of the 
relation between population and production leads to the conclusion 
that while an increasing population may well be associated with an 
increasing average income per head, this cannot continue to increase 
indefinitely if population is declining. Jl valore medio esterno della lira 
prima e dopo gli *‘allineamenti monetari” : B. R. RaGazzt. The writer 
applies to Italian prices from 1935 to 1937, and develops, a technique 
devised by Professor Vinci for measuring the average external value of 
a country’s currency. La politica industriale della Turchia: V. San- 
GUINETI. An account of the industrial development of Turkey in 
recent years, with special reference to the réle of foreign enterprises, 
and of foreign competition in the Turkish market. 

FEesruary, 1939.—T'eorie economiche e teorie politico-economiche dei cosi- 
detti ‘*‘ monopoli bilaterale,” specialmente nel caso dei cosidetti ** contratti ”’ 
collettivi di lavoro: A. DE PreTRI-TONELLI. It is contended that col- 
lective labour contracts cannot properly be discussed in terms of the 
theory of bilateral monopoly. There are, especially in a corporative 
system, considerations of a political character to be taken into account. 
In a true science of political economy it is necessary to integrate both 
political and economic factors. Fascismo e communismo nella lotta 
demografica: F. Vixct. The conclusions of the Russian population 
expert, Roubakine, contained in a paper read to the International 
Congress on Population in Paris in 1938, are based on unreliable 
statistics; but even if the figures were accurate they would not prove 
his thesis—viz. that the continuance of a high birth-rate and the fall 
in the death rate reflect the social benefits due to the Soviet régime. 
Autarchia e credito: VY. Consiciio. Autarky as an economic system 
presupposes a corresponding centralised regulation and control of credit 
and investment, and an appropriate adjustment of saving. La pub- 
blicita come consumo meccanizzato: G. PIETRANERA. The mechaniza- 
tion of production has led to the growth of advertising and so to the 
mechanization of consumption. 

Marcu, 1939. Nel ventennale del Regime.—Un discorso di Maffeo Panta- 
leoni. The text of a speech delivered by Pantaleoni in the Italian Senate 
on June 25, 1924, in defence of the Fascist régime. Deduzioni dalla teoria 
dei costi comparati a favore dell’autarchia : J. Mazzet. When account is 
taken of dynamic considerations, the mobility of factors, etc., the 
doctrine of comparative costs is quite compatible with the possibility 
that a policy of autarky may increase the wealth of the country adopt- 
ing this policy. Jl bilancio delle ferrovie italiane : esercizio finanziario 
1937-38 : L. Rosst. An analysis of the accounts of the Italian rail- 
ways for 1937-38. Gli elementi dell’obbligazione di diritto tributario e 
quelli dell’obbligazione di diritto privato (studio comparativo): V. Dr 
Donno. A discussion of the notion of obligation in private and public 
law, with special reference to taxation. 

Aprit, 1939. La valutazione della pressione tributaria e l’economia cor- 
porativa: G. Masci. A discussion in general terms of the burden of 

taxation in relation to the national income and the functions of the 

State. L’organizzazione delle vendite al dettaglio e le dimensioni dell’- 

impresa: G. ANGRISANI. A lengthy account of the organisation of 

retail sales and of the relation between marketing conditions and the 
size of distributing firms. Economia e filosofia: G. La Votrr. An 
address read to the National Congress of Philosophy held at Bologna 

in 1938. 
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Rivista di Storia Economica. 


JuNE, 1939. Case e botteghe a Firenze nel trecento—La rendita della pro- 
prieta fondiaria: A. Saport. A study of the rentals from 1314 to 
1367 of certain house property in Florence, belonging to a merchant 
family, reveals that the rents were practically stable throughout the 
whole period. The view of Sombart, that the growth of population in 
the fourteenth century drove rents up to fantastic heights, and that 
these exorbitant rents were the basis of the wealth of the merchant 
class in the Italian cities, is not borne out by the facts and is untenable. 
Della moneta “‘ serbatoio di valori” e di altri problemi monetari: L. 

- Eryaupi. Reflections, aroused by a perusal of recent writings of 
Marget, Keynes and Rist, on the function of money as a store of value, 
and on other topics such as the quantity theory of money. 





Ekonomist (Zagreb). 
(Articles printed in Croatian. Short summaries in French.) 


; JuNnE, 1939. The Problems of the Yugoslav Textile Import. V. Pertor. 
Yugoslav Tourism in 1938 : T. Toporovic. The Development and the 
Problems of Public Debt in U.S.A.: J. TomaSevié. Public Financing 
in Germany : V. RIEGER. 

Juty—-Avueust, 1939. The Question of the German Colonies: G. BRAUN. 
The Colonial Question—the English Point of View: L. Barnes. The 
Historical Changes in the Function of Capital Export: K. H. Niesyt. 
The Development and the Problems of Public Debt in France and England : 
J. Tomasevié. The Institution of Homesteads in the Serbian Agrarian 
Law: Z. Perié. The Problems of the Yugoslav Textile Import: V. 
Pertot. Aspects of the Yugoslav Foreign Trade : M. LAMER. 

j Ekonomisk Tidskrift. 

May, 1939. No. 2 (New Series). Zhe Proper Task for Swedish Economic 
Research: KE. Linpanu. Professor Lindahl’s Inaugural Lecture at 
Lund, in which is set out his present views on the relation between 
theoretical and applied economics. From the outset theoretical con- 
structions should be based on the real world. Future Needs of Urban 
Housing: A. JouHansson. An elaborate and important examination 
of the Swedish housing problem. The main factor determining the 
demand for housing is still demographic rather than conjunctural, 
although the present housing boom (dating from 1936) has many causes— 
including migration to the towns, hang over from the strike period, and 
a desire for a better standard of accommodation. An ingenious table 
shows estimates of future demand under alternative assumptions of 
fertility and of scaling up of the standard of housing. Dr. Johansson 
concludes that a complete slum clearance campaign would take 10-15 
years, but to keep the present building industry fully employed would 
require a considerable scaling up of the standard of housing. Com- 
petition and Market Equilibrium under Duopoly and Oligopoly. I. 
T. PaLANDER. An ingenious article, illustrating the various types of 
instability which may arise with discontinuous demand curves. The 
Notes and Reviews include a survey of the gold reserve in the Central 
Banks of Sweden and Finland, by K. Béék of the Riksbank; an article 
on the recent economic development of Germany by Dr. Erik Lundberg ; 
and reviews of recent English and American books by R. Sunden, P. de 
Wolff, G. Cederwall and others. 


Index. 
JUNE, 1939. (Supplement). The Forest: Sweden’s Greatest Natural 
Asset : T. H=RNOD. 
Revista de Ciencias Econémicas (Buenos Aires). 


Marcu, 1939. Introduccién a las Ciencias Econémicas: B. LAVAYEN. 
El cardcter cientifico de la Economia Politica: L. N. pE Pauna. La 
legislacién bancaria en el Uruguay: A. Micete. EI azicar: G. SmmKin. 
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APRIL, 1939. Los seguros sociales y la proxima Conferencia Americana 
del Trabajo: J. P. ANtuNa. La autarcia contra el buen sentido: H. O. 
Exuiot. La industria argentina a través del tiltimo censo industrial : 
A. DorFMaN. 

May, 1939. Carateristicas generales de la economia argentina: L. M. M. 
QuintTANA. La industria argentina a través del ultimo censo industrial : 
A. DorrMan. El oro como norma de los valores : B. J. ANDERSON. 


The Ways of Economics (Jerusalem). 

(Articles, including translations of articles that have appeared elsewhere, 

printed in Hebrew.) 

Vout. I, No. 2. March 1939. Economic Crisis in Palestine and Ways to 
Overcome it: M. BENENsoHN. Wage Policy and Purchasing Power: 
I. GetFat. Economic Situation of Germany. Mr. Harrod on Method of 
Modern Economics (cont.). 

Vou. I, No. 3. Production and Efficiency: A. L. Bowtey. Statics and 
Dynamics of Social Structure in the New East: A. Bonne. Labour 
Relations in Palestine and New East : K. GRUNWALD. 

Vou. I, No. 4-5. Forms of Capital and Economic Development: L. 
GrRinBAauM. The Nature of Monetary Internationalism: M. A. Het- 
PERIN. Social Structure of Palestine Agriculture : M. BENENSOHN. 


"EnWWedpnas Kowwvixijs xat Anpootas Oixovopexis. 
(Articles printed in Greek. Short summaries in French.) 


JANUARY—Marcu, 1939. Histoire et problémes du systéme monétaire grec : 
K. Varvaressos. Le droit financier: B. Griziotti. Le concours du 
comité fiscal de la S.D.N. a la solution des problémes de la double im- 
position et de Vévasion fiscale: G. Manrzavinos. Le probléme de 
Végalité de Vépargne et des investissements dans la théorie économique 
moderne : J. PINTOS. 

APRIL-JUNE, 1939. Le probléme de Végalité de Vépargne et des investisse- 
ments dans la théorie économique moderne: J. Prntos. Relations de la 
Banque de Gréce avec Etat. Services spéciaux de la banque envers I Etat : 
S. Crecoriovu. Notion et politique de la liquidité des banques: J. Para- 
SKEVOPOULOS. L’opinion de J. M. Keynes sur lVemploi, Vintérét et la 
monnaie: J. Dettvanis. Le probléme de Vorganisation corporative de 
Véconomie d’aprés G. Pirou : S. PouLopoutos. 


Kyoto University Economic Review. 


APRIL, 1939. Japan’s Overseas Trade in the Closing Days of the Tokugawa 
Shogunate: E. Honso. The Incidence of Tavation upon the Rural 
Population under War Conditions: S. SHiomt. The Link System in 
Japan: K. Taniaucut. The Quest of the ‘‘ Nihon-teki’’ or the 
** Uniquely Japanese’: Y. NAKAGAWA. 





NEW BOOKS 


British. 

Agrarian China. Selected Source Materials from Chinese Authors. 
London : Allen & Unwin, 1939. 9’. Pp. xviii + 258. 10s. 6d. 

[To be reviewed. ] 

AsuTon (T.S.). An eighteenth-century Industrialist : Peter Stubs 
of Warrington 1756-1806. Manchester: University Press, 1939. 8}". 
Pp. x + 156. 8s. 6d. 
[To be reviewed. ] 
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BaRTLeETT (F. C.) and Others (Ed.). The Study of Society. Lon- 
don: Kegan Paul, 1939. 63”. Pp. xii + 498. 10s. 6d. 


[To be reviewed. ] 


BrycHaM (A. M.). Man’s Estate. Adventures in Economic Dis- 
covery. London: Allen & Unwin, 1939. 843”. Pp. 480. 12s. 6d. 


[To be reviewed. ] 


Brig NaRAIN. Marxism is Dead. Lahore: Rama Krishna, 1939. 
7”. Pp. 265. 5s. 6d. 

[A critical study of Marxism by the Professor of Economics of Sanatana 
Dharma College, Lahore. ‘‘In India,’’ he says, ‘‘a socialist must be a Marxist 
or he is not a socialist at all.”’ He contrasts the class struggle on the one hand 
with the national struggle for existence on the other, and urges that in the case 
of India the latter issue is paramount. ] 


BrITNELL (G. E.). The Wheat Economy. Toronto: University 
Press (Oxford University Press), 1939. 9”. Pp. xvi + 259. 10s. 6d. 


[Reviewed in this issue.] 


CLARKE (J. J.). Social Administration. London: Pitman, 1939. 
8)’. Pp. x + 763. 15s. 


[The first edition of this book was reviewed by Mr. C. M. Lloyd in the 
Economic JouRNAL of December, 1935. In this new, third, edition the chapters 
originally included on Public Assistance, and since separately revised and 
published, have been omitted. The whole of the remaining matter has been 
revised and re-arranged. New chapters deal with education in relation to 
industry, with the Factories Act of 1937, with materials of industrial peace, and 
with revisions of the legislation concerning unemployment insurance and un- 
employment assistance. | 


CREIGHTON (D. G.). The Commercial Empire of the St. Lawrence, 
1760-1850. Toronto: The Ryerson Press (Oxford University Press), 
1937. 93". Pp. vi+ 441. 22s. 6d. 


[This volume is one of the series of studies on the relations of Canada and 
the United States prepared under the auspices of the Carnegie Endowment for 
International Peace. It is an outstanding and scholarly study of a formative 
period in the history of the Dominion of Canada. Significant as a contribution 
to both the economic and political history of the Dominion, it is also of import- 
ance as an essay in the interpretation of the interaction of geographic, technical, 
economic, cultural and political forces. Its theme is the réle of the St. Lawrence 
River as the axis of a commercial empire, based first upon the fur trade and 
then upon the trade in timber and grain, in a long sequence of political and 
commercial struggles: the struggle of the merchants of the St. Lawrence to 
establish the supremacy of their great waterway over its continental hinterland 
in competition with alternative outlets in Hudson Bay to the North and the 
Hudson River to the South; to establish their active commercialism in the face 
on the one hand of i’rench-Canadian habitant self-sufficiency and, on the other, 
of conflicting interests of the agrarian frontier in the West, and of the new, 
laissez-faire industrialism of the Mother Country. Constitutional and political 
convulsions within the colony and its relations with the rebellious colonies to the 
south and the new nation which they established and with the Mother Country 
across the Atlantic take on a new meaning in the light of the needs of the com- 
mercial system of the St. Lawrence. The basic réle in Canadian life of the staple 
exports becomes clearer with the analysis of the implications of the revolution 
involved in the shift between 1783 and 1821 from fur to new staples, timber 
and grain. Professor Creighton brings his story to a close with the collapse of 
the old colonial system and the shattering of the ‘‘ merchants’ design of the 
St. Lawrence.’’ Though the commercial empire collapsed the fundamental 
East-West pull of the River remained, ‘‘ a theme of enduring significance in 
Canadian development,”’ to reassert itself in the subsequent railway capitalism 
which opened up the grain trade of the Far West. An understanding of the 
early history analysed in this volume is essential to an understanding of the 
present economic and political structure of the Dominion. It is particularly 
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important in revealing the significance of the contemporary emergence of new 
staple products and in the loss by the St. Lawrence of its dominant réle in 


Canadian life. ] 


Das (Ragani Kanta). Principles and Problems of Indian Labour 
Legislation. Calcutta: University Press, 1938. 84”. Pp. xiv + 28]. 

[This small book is based upon Special Readership lectures delivered in the 
University of Calcutta during 1937. The author is a member of the Inter- 
national Labour Office and was formerly a lecturer in New York University. ] 


Duncan (W. G. K.) (Ed.). Australia’s Foreign Policy. London: 
Angus and Robertson. 1938. 7’. Pp. xii + 218. 6s. 

[Five essays: ‘‘ Australia in a Changing World,” by P. A. Phillips; ‘* Aus- 
tralia’s Voice in Imperial Affairs,’’ by Hon. R. G. Casey; ‘* Australia as a Pacific 
Power,’ by J. G. Crawford; ‘‘ Could Australia remain Neutral in a World 
War?” by C. Hartley Grattan; ‘‘ A Foreign Policy for Australia,’ by A. A. 8. 
Campbell. } 


Durant (R.). Watling. A Survey of Social Life on a New 
Housing Estate. London: P. 8. King, 1939. 84”. Pp. xiv + 127. 
7s. 6d. 


[Watling is in Hendon, eleven miles from Charing Cross, and was chosen for 
the enquiry as being representative of municipal cottage estates on the outskirts 
of big English cities. The author is at her best when she is considering the 
nature and development of the Watling community. The community is an 
unusual one, for it consists of artisan families from London in certain phases of 
their lives and possessing certain incomes. The turnover of population is high, 
for although many Watling boys marry Watling girls, young married couples 
are ineligible for houses. Consequently the population has ‘‘ only a few patterns 
of needs, interests and hopes,’’ but since these are not associated with the place 
no stable community of common interests exists, though the author hopes that 
the existing community centre may improve the position. The description of 
the early days from 1928 onwards when there was mud and no schools, and the 
immigrants felt like foreigners, and of the growth of social life and the Watling 
Residents’ Association is extremely interesting. ] 


FENneEton (K.G.). Management and Labour. London: Methuen, 
1939. 7’. Pp. 276. 5s. 


[To be reviewed. | 


Forp (P.). Incomes, Means Tests and Personal Responsibility. 
London : P. 8. King, 1939. 8}”’. Pp. viii + 86. 5s. 


[To be reviewed. ] 


Ganeutt (B.). Whither Rupee? Delhi: Chand, 1939. 7’. 
Pp. x + 165+ xi. Rs. 3. 


[To be reviewed. ] 


GELDEREN (J. VAN). The Recent Development of Economic 
Foreign Policy in the Netherlands East Indies. London: Longmans, 
1939. 8)’. Pp. 90. 5s. 

[The author of this study is Professor of Sociology in the University of 
Utrecht. Six chapters are concerned with the post-War economic development 
of the Netherlands East Indies, with import problems, with the economic 
relations with the mother country, with regulation of production and exports, 
with the treatment of foreigners and foreign capital, and finally with the general 
trends of future policy and development.] 


GinzBERG (E.). The Illusion of Economic Stability. London: 
Harper, 1939. 8}”’. Pp. xi + 273. 8s. 6d. 


[A somewhat journalistic discussion of the problems of economic instability 
and of their repercussions both upon the firm and the individual.] 
































1939] RECENT PERIODICALS AND NEW BOOKS 607 


Harwow (V.). The Character of British Imperialism. London : 
Longmans, 1939. 8}". Pp. 38. Is. 6d. 


[His public Inaugural Lecture, delivered at King’s College, London, March 
1939, by the Rhodes Professor of Imperial History in the University of London. | 


Harrison (H.). Ulster and the British Empire 1939. Help or 
Hindrance? London: Robert Hale, 1939. 8}’. Pp. 231. 10s. 6d. 


[This book is mainly concerned with political issues, but includes two chapters 
on the economics of partition and on Northern Ireland finance.] 


Hatry (C.C.). Light out of Darkness. London: Rich & Cowan, 
1939. 84”. Pp. xviii + 238. 8s. 6d. 


[Mr. Hatry has devoted himself to a study of the problems of modern Europe. 
He is impressed by the pressure of populations and the existence of political 
and racial minorities, and proposes to deal with the problem by wholesale migra- 
tions and re-settlements. But has he really thought out the economy of, let us 
say, the Rhodesias and Nyasaland, with their populations increased, as he 
suggests, by five million? What are they to export to pay for their imports ? 
Will 175,000,000 more white settlers in agricultural (and mainly semi-tropical) 
countries find outlets for their produce, even granted a larger measure of self- 
sufficiency and of local secondary industries ?] 


HawtTrey (R. G.). The Gold Standard in Theory and Practice. 
London : Longmans, 1939. 734”. Pp. ix + 315. 7s. 6d. 


[The first edition of this book, published in 1927, consisted of four lectures 
delivered for the Institute of Bankers in the latter months of 1926. In sub- 
sequent editions new matter had been added as required. In this new, fourth, 
edition both the original lectures and the subsequent matter have been thoroughly 
revised, and much new material has been added. ]} 


Hope-Jones (A.). Income Tax in the Napoleonic Wars. Lon- 
don : Cambridge University Press, 1939. 8}’. Pp. 145. 7s. 6d. 
[To be reviewed. ] 


Hugues (M. A.). The Man behind the Plough. Calcutta: Book 
Company, 1939. 8’. Pp. xix + 386. Rs. 5. 


[To be reviewed. ] 


Innis (H. A.) (Ed.), Ware (N. J.), Loaan (H. A.). Labour in 
Canadian—American Relations. Toronto: The Ryerson Press (Oxford 
University Press), 1937, 94”. Pp. xxxviii + 212. $3.75. 


[This volume, one of the Canadian-American Relations series produced 
under the auspices of the Carnegie Endowment for International Peace, has 
three parts. Under the title ‘‘ The History of Labour Interaction ’’ Professor 
Ware describes the forms of Trade Union organisation and labour action in 
politics in the United States and in Canada. Professor Innis in his valuable 
(though severely compressed) editorial preface analyses the significant factors in 
Canada’s economic and political structure which underlie similarities and differ- 
ences, and which account for the extent and limitations of American influence 
on Canadian development, and indicates the relationship of the labour move- 
ment to farmers’ movements. In the third part Professor Logan breaks difficult 
ground in an attempt to compare labour costs and labour standards in manu- 
facturing industries in the two countries, with particular reference to the boot 
and shoe, cane sugar refining, agricultural implement and motor-car industries. 
While inadequate data make final generalisations impossible, the author suggests 
that the difference in money wages on the two sides of the boundary is not 
accounted for by differences in efficiency or hours of work, but rather by differ- 
ences in productivity due to such factors as the centralisation of production 
and economies of scale, or the mark-up on raw material costs allowed by tariffs 
and imperfect competition. In only one case, the boot and shoe industry, was 
labour cost a decisive factor in plant location. A painstaking but similarly 
inconclusive analysis of living costs suggests that the standard of life of Canadian 
wage-earners is lower than that of wage-earners in the United States.] 
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JATHAR (G. B.) and Bert (S. G.). Introduction to Economics. 
Pt. I. Elementary Principles of Economics. London: Oxford Uni- 
versity Press, 1938. 8’. Pp. xiii + 387. 4s. 6d. 


[This is a new edition of a textbook that appeared first in 1936. It covers, 
accurately and lucidly, and on a standard well adapted to the Intermediate, 
Pass Degree and Commerce courses of Indian Universities, the theories of 
value, production, distribution, money, international trade and public finance. 
The opportunity has been taken to correct one or two minor errors in the first 
edition. } 


Knoop (D.) and Jones (G. P.). The Scottish Mason and the 
Mason Word. Manchester: University Press, 1939. 84’. Pp. x + 
114. 7s. 6d. 


[To be reviewed. | 


Lewis (W. A.). Labour in the West Indies. The Birth of a 
Workers’ Movement. London: Fabian Society,1939. 84’. Pp. 44. 
ls. 


[This pamphlet provides the historical and economic setting of the recent 
disturbances in Trinidad and elsewhere, and not only shows the existing social 
conditions, seen through the eyes of one who knows them well—the author is 
himself a West Indian of African descent, now lecturer at the London School of 
Economics—but also discusses sanely and dispassionately what can and should 
be done. His evidence surely reinforces the plea of Lord Hailey and others for 
more effective parliamentary control of colonial policy.] 


LLEWELLYN Situ (Sir H.). History of East London. London: 
Macmillan, 1939. 8)’. Pp. xxxii + 308. 12s. 6d. 


[To be reviewed. } 


Luoyp (Lorp). Leadership in Democracy. London: Oxford 
University Press, 1939. 8)’. Pp. 21. 2s. 


[The Walker Trust Lecture on Leadership, delivered before the University 
of St. Andrews, November 1938. . . . ‘‘ For lack of courage and candour we 
have been brought to the edge of catastrophe. We can be saved only by 
leadership. In saving ourselves we can surely save the world.’’} 


Marquanp (H. A.) and Others. Organized Labour in Four Con- 
tinents. London: Longmans, 1939. 83”. Pp. xiii + 518. 15s. 


[To be reviewed. | 


MereEpITH (H.). Economic History of England. London: Pit- 
man, 1939. 8}”. Pp. x + 437. 7s. 6d. 


[In this new, fourth, edition, Mr. W. J. Weston, who had contributed to 
the third edition a section dealing with events subsequent to 1900, has further 
revised and enlarged that section. ] 


MontcomMErRY (G. A.). The Rise of Modern Industry in Sweden. 
London : P. 8. King, 1939. 8’. Pp. viii + 287. 10s. 6d. 

[To be reviewed. ] 

Myrpat (G.). Monetary Equilibrium. London: Hodge, 1939. 
8}. Pp. xi+ 214. 12s. 6d. 

[Reviewed in this issue. ] 

Puant (M.). The English Book Trade. London: Allen & Unwin, 


1939. 83”. Pp. 500. 16s. 
[To be reviewed. } 
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PucH (R.) (Ed.). British Management Year Book 1939. Lon- 
don: Pitman, 1939. 74". Pp. vii + 256. 10s. 6d. 


[This new Yearbook is of very uneven quality. It contains sections, such as 
those by R. and W. M. Stone concerned with pitfalls in assessing the state of 
trade, and voluminous statistical tables, giving both the crude data and the 
same material corrected both for seasonal variation and for the number of 
working days, which should be in the hands of every working statistician. It 
contains short technical accounts of new equipment, and discussions of such 
problems as the definition of rationalisation which would surely be more appro- 
priate to a periodical than to a handbook. It includes a useful, if somewhat 
undiscriminating account, of the facilities for training in management—surely 
the sixth-form business course at Solihull School is not so unique that it should 
be raised to equality in significance with the Department of Business Adminis- 
tration at the London School of Economics. It includes a ‘* Management 
Who’s Who,”’ which will entertain equally by its exclusions and its inclusions. 
Why one motor magnate and not all? Why exclude, let us say, Lord Stamp, 
and include many others of lesser note? Somewhat the same might be said of 
the bibliography. Mr. Hugh Quigley contributes an introductory study of 
industrial development in 1937 and 1938. He reaches the conclusion, not sup- 
ported by any close statistical argumont, that “ the level of new industrial activity, 
if due allowance is made for re-armament and specially financed public-works 
activities, was on a lower level than ever during the slump of 1933.” He 
ascribes the depression to three main factors: ‘‘ the almost complete elasticity 
of home and export markets,” ‘‘ the collapse of trades dependent mainly on 
export,’ “‘ the increasing mal-adjustment of labour supplies . . . resulting in 
turn from re-armament.’’ This volume, despite its more obvious deficiencies, 
will serve a useful purpose, and it is to be hoped that in subsequent years it may 
be steadily improved and strengthened. ] 


QuresHi (A. I.). State Banks for India. London: Macmillan, 
1939. 83”. Pp. viii + 248. 12s. 6d. 


[To be reviewed. } 


Ranson (C. W.). A City in Transition. Madras: Christian 
Literature Society for India, 1939. 83’. Pp. 276. Rs. 2-8-0. 


[To be reviewed. } 


RicuTeErR (L.) (Ed.). Canada’s Unemployment Problem. London : 
Macmillan, 1939. 84”. Pp. xiv + 407. 11s. 


[The first study published by the Institute of Public Affairs at Dalhousie 
University, Nova Scotia, this symposium is a useful addition to the scanty 
literature on unemployment in Canada. The first paper, a survey, by Dr. 8. A. 
Saunders, of the nature and extent of unemployment in the Dominion, draws 
on the publications of the Dominion Bureau of Statistics, the Census, the 
Department of Labour and the National Employment Commission. It reveals 
difficulties, despite recent advances, in calculating from available data the 
volume and incidence of unemployment, particularly complexities in the rela- 
tionship between fluctuations in employment and in unemployment and between 
relief and unemployment figures. The second essay, by the Director of the 
Montreal School for Social Work, describes and discusses the effects of the 
variety of machinery and practices followed in administering aid to the unem- 
ployed and concludes that greater responsibility should rest with the Dominion 
Government. The next two papers deal with special groups of unemployed : 
youths from 16 to 25 years of age and transients, while a further three papers 
discuss special relief measures: Prairie relief and rehabilitation, land settlement, 
and public works. They reveal difficulties inherent in the character of the 

ian economy and in the conflict of Dominion—Provincial jurisdiction. A 
comprehensive analysis of these difficulties would have added much to an 
understanding of Canada’s unemployment problem. The editor, secretary of 
the Institute, summarises British and American experience, with incidental 
reference to German practice. The concluding contribution, by the Director of 
the Canadian Welfare Council, based on a submission to the Royal Commission 
on Dominion—Provincial Relations, deals with the appropriate machinery for 
handling social insurance, relief and welfare problems. The volume as a whole 
is valuable both in making available expert knowledge of different phases of the 
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problem of Canadian unemployment and in bringing to light the extent of the 
work that remains to be done before it is fully understood.] 


RutTunaswamMy (M.). Some Influences that made the British 
Administrative System in India. London: Luzac, 1939. 8”. Pp. 
660. 21s. 


[While the issues with which this book deals are mainly political, the chapter 
on ‘‘Land Revenue as Maker of Administration ’’ deserves the attention of 
those interested in Indian economic history. | 


SatTer (Srr A.). Security, Can we Retrieve it? London: Mac. 
millan, 1939. 84’. Pp. xv + 390. 8s. 6d. 


[To be reviewed. ] 


Sarkar (B. K.). Economic Development. Vol. II. Comparative 
Industrialism and its Equations. Calcutta: Chatterjee, 1938. 8}. 
Pp. x + 308. Rs. 6. 


[The author draws comparisons and lessons for Indian economic development 
not only from British, but also (and often more appositely) from many of the 
eastern European and far-Eastern countries. His book includes much valuable 
information, but it is not built upon any consistent plan, and though a reader 
will find much to interest him he will not always find the help that he might 
desire in distinguishing the wood from the trees. ] 


SaunpErs (S. A.). Studies in the Economy of the Maritime 
Provinces. London: Macmillan, 1939. 83’. Pp. xii + 265. 8s. 6d. 


[This collection of papers, by a serious student of the affairs of the Maritime 
Provinces of Canada, touches on diverse aspects of their economic development : 
their geographical background; their economic history to 1783; the effects 
upon them of the Reciprocity Treaty of 1854 and its abrogation; their position 
under the ‘‘ National Policy ” of the Dominion since 1878; their basic economic 
problems to-day; their agricultural industry; and general trends in their 
economic development. There are great differences in the degree of detail in 
the various papers, that on early economic history comprising one third of the 
volume, while the concluding survey of general trends is a sketch covering 
twenty —. Several are reprints of published papers or speeches and as they 
have not m re-worked into an integrated whole there is considerable over- 
lapping. Most serious, the lack of any map makes it extremely hard to follow 
the argument. Such deficiencies in the manner of presentation are the more to 
be regretted as some interesting material is here assembled and suggestive 
analyses carried through. The attempt to assess the effects of the Reciprocity 
Treaty is illuminating in view of the recent trade agreement with the United 
States, while the light thrown by more than one of the papers on problems of 
economic regionalism is valuable both to those concerned with outstanding 
difficulties between the Provinces and the Dominion and in relation to world- 
wide problems of state interventionism and of regions left stranded by funda- 
mental technical and economic changes originating outside their borders.] 


Trtett (A. W.). Herbert _ Betrayed. London: P. S$. 
King, 1939. 84’. Pp. 67. 4s. 6d. 

[The aim of this small book is to give a short account of certain alleged facts 
relating to the publication by the Trustees of the Will of Herbert Spencer of a 
volume by Dr. Rumney intended to be a fitting conclusion to the series of 
volumes of the Descriptive Sociology, for the completion of which Spencer made 
provision in his will. The author not only disagrees toto coelo with Dr. Rumney’s 
estimate of Spencer. He is convinced that the terms of the trust required the 
completion of Spencer’s scheme, and not a highly critical analysis of Spencer’s 
sociology.] 


Tscuuprow (A. A.). Principles of the Mathematical Theory of 
Correlation. London: Hodge, 1939. 84". Pp.x +194. 12s. 6d. 


[This is a welcome translation from the German of Tschuprow’s standard 
work on correlation theory. The development, confined to the case of two 
variables, is founded upon the notions of probability and its main object is the 
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estimation, from given empirical data, of the unknown co-efficients and para- 
meters of the a priori frequency distribution of the two variables concerned. 
The theory is applicable alike to the natural and the social sciences for ‘‘ the 
inquiries involved appear as preliminary questions common to all those sections 
of science in which statistical methods are used.’’ The mathematical treatment 
consists, almost exclusively, of algebra of an essentially simple nature and a 
statistician of some training would need only to accustom himself to the neces- 
sarily rather cumbersome notation. The translation and editing, the work of 
Dr. M. Kantorowitsch, are well done, though it is to be regretted that this 
English edition has not been provided with an index.] 


Wapuam (S. M.) and Woop (G. L.). Land Utilization in Australia. 
Melbourne: University Press (Oxford University Press), 1939. 10”. 
Pp. xix + 360. 2l1s. 


[To be reviewed. ] 


Waicut (L.). The History and Mechanism of Exchange Equalisa- 
tion Account. London: Cambridge University Press, 1939. 84". 
Pp. xi+ 191. 8s. 6d. 


[To be reviewed. ] 


Waveu (E.). Robbery Under Law. London: Chapman & Hall, 
1939. 8}”. Pp. 286. 10s. 6d. 

[Mr. Waugh, well known as a novelist, went to Mexico a Conservative. The 
effect was to strengthen him in his political opinions. The book is at once 
flippant and serious. It contains much of political and economic interest, 
including a very full discussion of the oil question.] 


WessTER (E. C.). Guidance for the High School Pupil. Toronto : 
Clarke, Irwin, 1939. 10’. Pp. xvi+ 153. $1.75. 

[The purpose of this study is to consider how accurately the educational 
aptitudes of boys and girls can be forecast at certain crucial stages in the school 
system. The resulting analysis is used as a basis for various suggestions with 
regard to the broadening of the school system.] 


WituiaMs (N.). Population Problems of New Estates, with special 
reference to Norris Green. Liverpool: University Press, 1939. 84”. 
Pp. 51. 1s. 


[A short account of the origin and growth of a municipal housing estate on 
the outskirts of Liverpool, based on the Merseyside Survey as well as on informa- 
tion obtained in 1937. Special attention is given to population statistics as 
well as to the provision of schools. ‘‘ Five years after its commencement Norris 
Green had a population as great as that of Shrewsbury.’’] 


Witson (G.). Rent Rebates. London: Fabian Society, 1939. 
8}". Pp. 55. 1s. 

[This pamphlet, produced originally in 1936, and designed not so much to 
suggest new legislation as to show how the existing societies might be more 
equitably distributed, has been revised and enlarged, more particularly by the 
inclusion of additional information relating to Scotland.] 


Wo (Cur-Yven). An Outline of International Price Theories. 
London : Routledge, 1939. 9”. Pp. viii + 373. 15s. 
[To be reviewed. ] 


American. 


Buss (C. A.). The Structure of Manufacturing Production. New 
York: National Bureau of Economic Research. London: Mac- 
millan, 1939. 9”. Pp. xvii + 231. 12s. 

[To be reviewed.] 
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Coons (A. G.) (Ed.). Proceedings of the Seventeenth Annual 
Conference of the Pacific Coast Economic Association. Claremont : 
Saunders Studio Press, 1939. 10’. Pp. 95. $2.00. 

[Among the sixteen papers, five are concerned with more or less local prob. 
lems. More general issues are covered by papers, amongst others, by Z K. 
Hale on Federal Fiscal Policies—an extremely interesting discussion of the 
problem; by T. N. Carver on a means of appraising the Federal Anti-Trust 
Policy; by R. Cassady on Resale Price Maintenance. ] 


Dopp (P. A.) and PENROSE (E. F.). Economic Aspects of Medical 
Services, with special reference to conditions in California. Washing. 
ton: Graph Arts Press, 1939. 9’. Pp. xxii-+ 499. $3.75. 

[A very full examination, including a great deal of new statistical data, of 
the health services of California, a State which it is maintained has a lower ratio 
of population to doctors than any other State or foreign country. The study 
covers the distribution of health facilities by the size of the community; the 
relation between family income and the need for medical treatment; the incomes 
of medical practitioners and their attitude towards various forms of extension 
of the medical services; the actual organisation of Californian medical services; 
and conclusions in favour of compulsory national health insurance. The most 
objectionable feature of the proposed scheme would be its finance out of pay- 
rolls instead of out of general taxation. Nor does there seem to be sufficient 
appreciation of the inequalities produced by the British approved society system, 
or by any system in which certain ‘“ good risks ’’ are allowed to contract out 
into their own scheme. ]} 


Fiormsky (M.). Toward an understanding of the U.S.S.R. New 
York: Macmillan (London: Macmillan), 1939. 8’. Pp. viii + 245. 
10s. 6d. 

{It is claimed for this volume that it ‘‘ is an attempt to appraise the evolution 
of the Soviet State during the first two decades of its existence.”” But the study 
is neither particularly profound nor particularly well-documented. It is indeed 
difficult to see for what type of reader it is intended. While it gives an adequate 
elementary account of the events of the period and sets them against the back- 
ground of Imperial Russia, it adds in general little to what is already sufficiently 
well known. | 


GanneEt (F. E.) and CarHEerwoop (B. F.). Industrial and Labour 
Relations in Great Britain. New York: America’s Future, 1939. 
9”. Pp. 362. $2.50. 

[To be reviewed.] 


GitBERT (M.). Currency Depreciation and Monetary Policy. 
Philadelphia : University of Pennsylvania Press (Oxford University 
Press), 1939. 9”. Pp. xii + 167. 9s. 


[To be reviewed. ] 


GREEN (C. M.). Holyoke, Massachusetts. A Case History of the 
Industrial Revolution in America. New Haven: Yale University 
Press (Oxford University Press), 1939. 9”. Pp. ix + 425. 18s. 

[Holyoke is taken as typical of the towns created by the American industrial 
revolution in the latter half of the nineteenth century. In terms of this single 
town we see the growth of the cotton industry, followed by more general indus- 
trial development, the rise of the trusts, the changing relations of management 
and labour, the growth of city government, the developments in education, 
religion, and social life.] 


Hayek (F. A. von). Freedom and the Economic System. Chi- 
cago: University Press (Cambridge University Press), 1939. 7}’. 
Pp. 38. 1s. 3d. 


[This latest addition to the series of Public Policy Pamphlets will have more 
than ordinary interest for English readers. Professor Hayek argues, with all 
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the cogency that one has learned to expect of him, that there is a fundamental 
conflict between a controlled and planned socialism and a complete and true 
intellectual and personal liberty.] 


MaceeE (J. D.). Taxation and Capital Investment. Washington : 
Brookings Institution, 1939. 8”. Pp. viii + 64. 50 cents. 


[An attempt to determine whether modifications in taxation policy might 
serve as a stimulus to the expansion of capital investment and the provision of 
added employment in the capital goods industries. Concrete recommendations 
are made relating to the corporation income tax, social security taxes, the 
undistributed profits tax, capital stock and excess profits taxes, and personal 
taxés and tax exempt securities. It is concluded that it is necessary to choose 
between “‘ an arrested flow of funds into new capital enterprise ’’ and a modi- 
fication in the system of taxation, even if such modification appears to run 
counter to such current conceptions as the use of taxation for wealth redis- 
tribution. ] 


Pearce (C. A.). N.R.A. Trade Practice Programs. New York : 
Columbia University Press (Oxford University Press), 1939. 9’. Pp. 
ix + 225. Il4s. 

(This book provides a very detailed account of the various devices used to 
control output and prices, and to prevent evasions, under the N.R.A. While it 
will prove an invaluable source-book both for the history of that episode, and 
for monopolistic organisation in general, the author’s attempts to show that 
the prevention of destructive competition is a necessary duty of government are 
not likely to convince all his readers. ‘‘ Such programs were an expression of 
the mutual interests of competing sellers. They developed from a common 
belief that rivalry had been carried to a point where unnecessary losses were 
being incurred.”” Do we not hear the voice of Adam Smith, ‘‘ People of the 
same trade seldom meet together, even for merriment and diversion, but the 
conversation ends in @ conspiracy against the public, or some contrivance to 
raise prices ”’ ?] 

PeTERSON (H. C.). Propaganda for War. The Campaign against 
American Neutrality, 1914-1917. Oklahoma: University Press, 1939. 
9”. Pp. viii + 357. 

(The author of this carefully documented, and obviously sincere, study is 
convinced that “ concepts which grew out of war propaganda are still being 
accepted even though they are fundamentally inaccurate. Asa result the United 
States seems to have become a partisan to all the world’s troubles.” For this 
reason he attempts to trace the development of propaganda (mainly British 
propaganda) during the years before the United States entered the last war.] 


Ruscue (G.) and KrrcHHEmER (O.). Punishment and Social 
Structure. New York: Columbia University Press, 1939. 9”. Pp. 
xiv + 268. $3.00. 


[Reviewed in this issue.] 


Setxts (D.). British Wages Boards. A Study in Industrial De- 
mocracy. Washington, D.C.: Brookings Institution, 1939. 8}”. Pp. 
xv + 389. $3.00. 

[To be reviewed. ] 


SnipER (J. L.). Credit Unions in Massachusetts. Cambridge, 
Mass.: Harvard University Press (Oxford University Press), 1939. 
8". Pp. 142. 10s. 6d. 


(“Credit Unions’ are co-operative associations, created under State or 
Federal charter, to accumulate savings of members and lend them for provident 
or productive purposes at low rates of interest, with repayment on an instal- 
ment basis. The Massachusetts Credit Unions, which started in 1909, had 
assets by 1937 amounting to almost twenty million dollars. This study examines 
in detail their working, the average deposit and loan, the distribution of their 
= standing in different cities and their relations to the commercial 
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Spencer (F. H.). Technical Education in Australia and New 
Zealand. New York: Carnegie Corporation, 1939. 9”. Pp. vi+ 160. 


[This report follows the lines of a similar report for South Africa.] 


Sratey (E.). World Economy in Transition. New York: Council 
on Foreign Relations (Royal Institute of International Affairs), 1939, 
9”. Pp. xi+ 340. 12s. 6d. 

[To be reviewed.] 


Strayer (J. R.) and Taytor (C. H.). Studies in Early French 
Taxation. Cambridge, Mass.: Harvard University Press (Oxford 
University Press), 1939. 74”. Pp. xiii + 200. 6s. 6d. 

[To be reviewed.] 


VecH (I. DE). The Pound Sterling. New York: Scudder, Stevens 
& Clark, 1939. 8”. Pp. 130. 


[A limited number of copies of this small privately printed volume may be 
obtained by libraries from the firm that has sponsored its production. It is 
concerned chiefly with problems of the balance of payments of the sterling 
area, and with the market for sterling. It is shown that London, from being 
the centre of the finance of international trade, has in recent years become 
increasingly the centre of international deposit banking. This is a peculiarly 
dangerous business, and must involve the maintenance of large reserves yielding 
little or no income. Sterling for this reason is becoming increasingly vulnerable. } 


WELK (W. G.). Current Programs of Social Reform. Minnesota : 
College of St. Thomas, 1939. 74”. Pp. 18. 25c. 


[This necessarily over-compressed lecture (the author’s comparison of the 
American tourists doing an Italian cathedral—the wife and children the inside, 
father the outside—is singularly apposite) attempts to cover in eighteen short 
pages the development of Capitalism, the reactions against it—Socialism, the 
Encyclical Rerum Novarum, the New Deal—and to put the last-named in its 
proper philosophic relation to the technical, economic and political developments 
of its times.] 


WELK (W. G.). A Desirable Foreign Trade Policy for American 
Agriculture. Minnesota: College of St. Thomas, 1939. 74”. Pp. 
20. 25c. 


[This small pamphlet is based upon a lecture delivered before a School for 
Extension Workers, held under the auspices of the U.S. Department of Agri- 
culture at the University of Nebraska. Professor Welk explains in simple, but 
admirably lucid, terms the fundamental disequilibrium in U.S. international 
trade, the alternatives open to the government, and the ways in which the 
present administration has sought to achieve adjustment. ]} 


Waite (R. C.). Administering Unemployment Compensation. 
Chicago: University Press (Cambridge University Press), 1939. 9”. 
Py.x+ 312. 10s. 


[The purpose of this Social Service Monograph is to derive from British and 
German experience such lessons as may be relevant to the day-by-day 
tration of State unemployment compensation schemes in the United States. 
Part I gives brief summaries of the machinery of organisation in the three 
countries. Part II is concerned with such problems as coverage, contributions, 
benefits, the employment service, financial administration, personnel, and com- 
plaints and adjudication. The emphasis is, throughout, mainly on the procedure 
and costs of administration. ] 


Woyrtinsky (W. S.). Seasonal Variations in Employment in the 
United States. Washington: Social Science Research Council, 1939. 
9”. Pp. x + 154. 

[This Report, prepared for the Committee on Social Security, is mainly 
concerned with the application of statistical methods to the analysis of seaso 
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variations in employment in particular industries. There are in addition a 
chapter entitled ** Calendar of the American Labor Market ”’ and another dealing 
with seasonal variations in weekly earnings and hours of work. The book 
contains a large number of valuable tables and diagrams. ] 


ZIMMERMAN (C. C.) and WHETTEN (N. L.). Rural Families on 
Relief. Washington: U.S. Government Printing Office, 1938. 10”. 
Pp. xxiv + 161. Free of charge. 


[This monograph prepared by the Division of Social Research of the Works 
Progress Administration attempts the analysis of the social conditions of rural 
families receiving assistance. Wide differences were discovered, not only accord- 
ing to the social standing of the family, but also as between one area and another. 
As was found in Great Britain by the Pilgrim Trust investigations, local and 
personal cultural traditions largely determine the resistance to deterioration. 
The employability, mobility, education of those receiving relief, as well as the 
size, composition, and growth of their families, are studied in detail.] 


French. 


BaARTHOLIN (P.). Les Conséquences économiques des sanctions. 
Paris : Recueil Sirey, 1939. 93’. Pp. ix + 200. 29.40 fr. 
[To be reviewed. ] 


BETTELHEM (C.). La Planification soviétique. Paris: Librairie 
des sciences politiques et sociales, 1939. 9”. Pp. 335. 45 fr. 


[The author of this book, who was deputed by the Ministry of Education 
to make a study of Soviet planning, spent some months in the U.S.S.R. in 1936, 
and, while disillusioned about the “‘ spiritual’ results of the Soviet régime, is 
impressed by the economic achievements of the country in the last decade. 
‘In the midst of economic stagnation in nearly all Europe, and side by side with 
stationary conditions in countries which some years ago were at the same 
technical level as U.S.S.R., the progress is remarkably full of interest.’”” The 
author has undertaken careful research into Soviet economic literature, and 
gives us a large amount of detailed information about the methods of planning 
and its results: moreover, he gives a picture of the physiology as wal as the 
anatomy of the system. Considerable light is thrown on the problems which 
Soviet economists have handled in such matters as credit and prices (here he 
suggests that credit control ‘‘ surprisingly resembles what we know in advanced 
capitalist countries”) and the attempt to combine strict control over the 
execution of plans with flexibility in making adaptations to unforeseen circum- 
stances. He also tells us something of the discussion that took place about the 
“theory of balances.’’ For the most part he is content to describe objectively. 
But in conclusion he has something to say about the defects of Soviet statistics 
and his own estimate of the achievements and limits of Soviet planning. ‘‘ In 
its present state, Soviet economy is a planned economy that is intermediate in 
type between a system regulated by monetary management and an authoritarian 
planned economy, and it is as much, or even more, a product of history than of 
the conscious will of human beings.’’] 


HanTos (E.). Le Régionalisme économique en Europe. Paris : 
Institut Internationale de Coopération Intellectuelle (La Librairie Grill, 
Budapest), 1939. 94”. Pp. 59. 15 fr. 

[This pamphlet, prepared for the International Conference on Economics 
and Peace to be held this summer in Bergen, studies the experiments in economic 
co-operation, mainly of the smaller European States in Scandinavia, the Balkans, 
and elsewhere, through the Little Entente, and, since its dislocation, in a variety 
of other groupings for particular purposes. ] 


Jorpan (E.). Histoire du Moyen Age. Book IV. Part I. 
L’Allemagne et L’Italie aux XII* et XIII° siécles. Paris: Presses 
Universitaires de France, 1939. 10’. Pp. 449. 60 fr. 


[This volume, the author of which is Honorary Professor at the Sorbonne, 
forms a part of the Histoire Général that is appearing under the editorship of 
Gustave Glotz.] 
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Mélanges économiques et sociaux offerts 8 Emile Witmeur. Paris : 
Sirey: 1939. 10’. Pp. xii + 380. 110 fr. 

[Professor Witmeur completed in 1938 twenty-five years of teaching in the 
University of Liége. The thirty-four contributions range over a wide field, 
Mr. Harrod (on dynamic economics), Prof. Kurtschinsky, Prof. Pirou, amongst 
others, are concerned with problems of economic theory; Mr. Keynes (on storage 
of raw materials), Prof. Lescure, Prof. Verryn Stuart, Prof. Dechesne and others 
with contemporary economic issues; Prof. Brinkmann, Prof. von Wiese, M. 
Diaconide and M. Dykmans, amongst others with sociological problems; finally 
a number of essays, including those of Prof. Antonelli, Prof. Maurier, M. Laude 
and M. Dellicour deal with colonial problems. ] 


Pratrer (A.). L’Economie de guerre. Paris: Librairie générale 
de Droit et de Jurisprudence, 1939. 73’. Pp. xiii + 304. 30 fr. 

[This book is concerned mainly with problems of economic organisation, 
with the full use of resources, with the desirability of export and import trade in 
war-time, and with the factors that chiefly determine economic strength and 
weakness. In this field, the author’s views deserve study. With regard to the 
kindred problem of the maximisation of the war-potential and the conduct of 
war finance with that end in view, the treatment is on the whole less satisfactory 
and more disputable. | 


Prrovu (G.). Introduction & l'étude de l'économie politique. 
Paris: Sirey, 1939. 10’. Pp. 303. 50 fr. 
To be reviewed. ] 


Ponty (C.). Les Exportations de la France et les nouveaux pays 
industriels. Ambilly : Les Presses Zoniennes, 1939. 9”. Pp. 138. 

[This Doctoral Thesis of the University of Geneva deals—largely in terms 
of economic history, and of the development of thought from Hume to modern 
writers—with the problem of the effects upon the countries which were early 
industrialised of the growth of secondary industries in their original markets. 
While neither the historical discussions nor the analysis is very profound, the 
statistical treatment of the effects of United States and Japanese competition 
may be useful.] 


Sée (H.). Histoire Economique de la France. Paris: Armand 
Colin, 1939. 10’. Pp. xxv + 453. 70 fr. 


[To be reviewed. ] 
Belgian. 


STRYCKER (C. DE). Les Fonctions et les opérations de la Banque 
Nationale de Belgique de 1914 4 1938. Brussels: Goemaere, 1939. 
94”. Pp. xxiv + 344. 50 fr. 

[This book provides a useful and well-documented history of the Banque 
Nationale de Belgique. An introductory chapter covers the history of the 
Bank before the War; Part I covers the period of the War; Part II, the period 
from 1918 down to the stabilisation of the franc in October 1926; Part III, the 
following years, down to the last reform of the Bank in July 1937; Part IV, 
the reforms then introduced, and their subsequent working. |] 


VasaNnE (A.). L’Argent-Métal. Nouvel aspect du probléme. 
Gembloux : Duculot, 1939. 94”. Pp. 223. 
[To be reviewed. ] 


German. 


BECKMANN (R.). Idee und Gestaltung der Zusitzlichen Unter- 
stiitzungseinrichtungen der Betriebe. Rostock: Carl Hinstorffs Ver- 
lag, 1939. 83’. Pp. 208. 


[This book gives a complete and impressive picture of the arrangements 
made in the Hamburg district by private firms for the social welfare of their 
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workers, beyond what is required of them by statute. The author was in a 
position to acquire, in the course of employment in the Labour Front adminis- 
tration, practical experience and first-hand information of over 200 of these 
schemes covering 16°, of all Hamburg workers. He shows how these private 
schemes play an important part in supplementing the rather inadequate social 
services. On the other hand, the author is most naturally disinclined to give 
due weight to the objections to such private arrangements—that they retard 
the development of public services, that they are only a form of (illegal) 
‘“‘Jabour-snatching,’’ that they increase the dependence of the workers, that 
they have the drawbacks of “‘ profit-sharing ’’ (the author admits that the rapid 
increase of such schemes after 1933 may be due to high profits and not to a 
“new attitude ’’), or that the burden may have to be borne by the consumers 
at large. The author does, however, deal with some of the weaknesses of these 
schemes. He mentions, for example, that the clerks get more out of the schemes 
than the workers (pp. 99-105) and that there is a decreased mobility of labour 
covered by these schemes, and that the cloak of a premium on “ loyalty ’’ may 
cover ‘‘ aims which are really extremely egoistic ’’ (p. 110). In this connection 
it is interesting to note that in 76 ovt of the 102 schemes which involve con- 
tributions by the members, membership is compulsory (p. 113). The author 
also gives interesting information on the contest for the ‘* model firm ”’ badges 
(supplementing Mr. Guillebaud’s description in his recent book). A book well 
worth reading by the specialist in industrial relations. ] 


BENTHIN (A.). Scheidemiinzen und Reichsbank. Rostock: Carl 
Hinstorffs Verlag, 1939. 8}. Pp. 136. 


[This is an excellent book, well-documented, interesting and really exhaustive. 
The circulation of coinage is analysed legally, historically (since the creation 
of the Reichsbank in 1873), as a problem of technical organisation and of monetary 
policy. There are discussions on seasonal, short-term, trade-cycle and regional 
variations in the demand for coinage. Of particular interest are pp. 78-122, in 
which the change in the réle of coinage in the monetary system since 1875 is 
traced, in three stages. Since 1933 the share of coinage in total monetary 
circulation has fallen from 26-3 to 17-2 per cent., in spite of an absolute expansion. 
The description of the tug-of-war between the Ministry of Finance (keen on realis- 
ing the gains from the currency monopoly by expanding the issue) and the 
Reichsbank (which considers coinage only as ‘“‘ fractional notes’’) is of con- 
siderable political interest. The final recommendation is to transfer the issue of 
coins to the Reichsbank and to compensate the Exchequer by a bigger share in 
the profits of the Reichsbank (p. 124). The present arrangement is found to be a 
senseless historic relic. ] 


BrnDER (P.). Die Schalthebel der Konjunktur. Munich: Olden- 
bourg, 1939. 9”. Pp. 106. Rm. 4.80. 


[To be reviewed. ] 


PEDERSEN (J.). Das Gleichgewicht der Wechselkurse und seire 
Bestimmungsgriinde. Jena: Gustav Fischer, 1939. 93’. Pp. 20. 


[A reprint of a paper read to the Institut fiir Weltwirtschaft in Kiel by 
Professor Pedersen, of Aarhuis, Denmark. He expounds a new version of the 
purchasing power theory in which foreign exchanges are determined, not by the 
relative prices of commodities at wholesale or at retail, but by relative real costs 
of production. Wages are only an imperfect measure of this, because of different 
productivity of labour and changing terms of trade; in some cases, wages may, 
however, be a satisfactory index of the ‘‘ right ’’ relation between two currencies. 
By applying this criterion in one of his various statistical illustrations, Professor 

edersen arrives at the result that the French franc is still considerably over- 
hoy in relation to the £, and that the equilibrium exchange is at 226 francs 
to the £.] 


PosTEHER (W.). Abstellung auf Sachwerte bei inlindischen 
Schuldverschreibungen. Hamburg, 1939. 9”. Pp. 103. 

[The subject of this dissertation is the industrial bond on a ‘‘ commodity ” 
basis such as was popular in Germany during the period of inflation. There 
were bonds in units of rye, wheat, coal, lignite, coke, timber, sugar, electric 
current and many other commodities. One issue was even on the basis of a 
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‘* bundle ”’ of a ton of lignite and a hundredweight of rye. The greater part of 
this book consists simply of a list of these bonds indicating the borrower, 
nominal capital in terms of the ‘‘ money commodity,” rate of interest, and 
methods ef repayment. The facts are interesting as illustrative of the break- 
down of monetary standards, but the opportunity for further analysis is com. 
pletely missed. In times of stable money conditions, bonds on the basis of one 
definite commodity are liable to be more variable in real value than bonds in 
terms of money. But they had the merit of maintaining savings in times of 
inflation and of paving the way for the ‘‘miracle of the rentenmark.” There 
is a bibliography of the subject. A solid yet uninspiring dissertation. ] 


ScHEIBE (F. H.). The Civilian Conservation Corps. Wesen und 
Gestalt des Arbeitsdienstes in den Vereinigten Staaten von Amerika. 
Wiirzburg-Aumiihle : Konrad Triltsch, 1939. 8”. Pp. 81. 


[The author gained a scholarship from the German Academic Exchange 
Service for a two years’ study at the University of Georgia, U.S.A. The present 
dissertation is the result. English readers with their easier access to American 
literature will find nothing new in it, although it may interest them to have the 
differences between the C.C.C. and the German Labour Service explained by 
someone who has had the opportunity of studying both. The book is frankly 
enthusiastic about C.C.C. and President Roosevelt. | 


STEUVERNAGEL (F.). Die Gestaltung des Lebensraumes des deut- 
schen Handwerks seit 1933. Munich: Karl Zeleny, 1939. 8’. Pp. 
182. 

{An uncritical eulogy of the German handicraft occupations and of their 
prosperity under the new régime. The book is unbalanced in that it records all 
**that has been done for the handicrafts” since 1933, without taking into 
account the repercussions on them of general economic and social policy. In 
fact, the economic fortunes of the handicraft occupations have been very mixed, 
more particularly in the last year, during the ‘‘ mechanisation’’ drive. But 
this comes out only in the last few pages, and there is thus a curious anticlimax 
to the panegyric of ‘* what has been done.’’} 


Stotue (H.). Neue Marktordnung in der Fischwirtschaft. Ham- 
burg: Hanseatische Verlagsanstalt, 1939. 9’. Pp. 64. 

[As a short general survey of distribution and consumption of fish in Ger- 
many this book will not command much interest, but the sections on the various 
minimum price regulations and their effects (or ineffectiveness) may be usefully 
read by those interested in concrete examples of State intervention and price 
fixing. ] 


Ti¢ac (E.). Die Staffeln des Eisenbahngiitertarifs mit besonderer 
Beriicksichtigung des Selbstkostenproblems. Hamburg, 1939. 9’. 
Pp. 97. 

[On the theory of railway tariffs the author has nothing original to say. 
He works in ignorance of the English-American literature, of which he knows 
only Acworth’s book in a German translation. The general analysis of railway 
rate structure suffers from an unfortunate classification into ‘‘ horizontal ”’ and 
‘** vertical ’’ discrimination. The real interest in the book lies in the last forty 
pages where he deals with the problems of classification of transported goods 
and the difficulties of fitting the general charges for the non-transport services 
(loading, unloading, etc.) into a complicated system of discriminatory rates.] 


Dutch. 


Apergu de la démographie des divers pays du monde 1929-1936. 
The Hague: Office Permanent de l’institut international de statis- 
tique, 1939. 103”. Pp. 433. F. 8. 

(This invaluable work of reference contains the published data with regard 


to births, birth rates and reproduction rates, marriages and divorces, deaths, 
causes of death, etc., for almost all the countries of the world. In this volume 
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a few modifications have been made, partly in the way of omitting some of the 
detailed figures for States with populations under one million, partly by adding 
tables dealing, for example, with net fecundity rates, and with celibacy at age n 
per 10,000 of age 15.] 


Koopmans (T.). Tanker Freight Rates and Tankship Building. 
Haarlem: De Erven F. Bohn (London: P. 8S. King), 1939. 94”. 
Pp. xii+ 219. F. 2. 


[To be reviewed. ] 


Wisk (J. VAN DER). Inkomens—en Vermogensverdeling. Haar- 
lem: De Erven F. Bohn, 1939. 93”. Pp. xv + 295. F. 2.50. 


[To be reviewed. ] 
Swiss. 


Cahiers de Droit Fiscal International. Vol. I. L’imposition des 
bénéfices et des profits de sociétés anonymes & intéréts internationaux. 
Vol. II. L’Autonomie du droit fiscal serait-elle un moyen de favoriser 
les accords internationaux? Basel: Recht und Gesellschaft, 1939. 
93". Vol. I. Pp. viili+ 270. 24.80 fr. Vol. II. Pp. 92. 8.40 fr. 


[The first of these volumes contains discussions for each of fifteen, mostly 
European, countries of the problem of the taxation of Limited Companies with 
international interests—that of the English Law is by Mr. R. Staples. The 
second volume contains six essays, all dealing with separate aspects of the 
problem whether the incorporation of fiscal law in a separate system would 
facilitate international agreement. ] 


HavssMANN (F.). Rechtsstaat und “ Wirtschaftslenkung.” Basel : 
Recht und Gesellschaft, 1938. 93”. Pp. 334. 8S. fr. 17. 


[To be reviewed. | 


Rosen (J.). Das Existenzminimum. Ziirich: Oprecht, 1939. 
8". Pp. 90. S. fr. 4.50. 


[Reviewed in this issue. ] 


TRUMPLER (H.). Das Bilanz und Steuerrecht der Aktiengesell- 
schaft nach englischen Recht. Basel: Recht und Gesellschaft, 1939. 
9}". Pp. 188. Rm. 8.40. 


[The chief feature of this book is a unified treatment of commercial law, 
accountancy rules and income tax law (including N.D.C.) designed to show 
their mutual interaction in producing a definite institutional background for 
English joint stock companies. The author has previously published a bock on 
similar lines on German joint stock companies, and it is much to be hoped that 
he will now proceed to contrast the two institutions, and to trace the economic 
consequences of the two totally different legal backgrounds. As it is, the 
investigation does not extend beyond the formalistic-legal field; but it is 
nevertheless a treasure box for economic interpreters. Professor Trumpler 
shows himself well acquainted with English law, and there are no more than & 
few minor errors, mainly of omission where he has not always fully grasped the 
problems created by legal anomalies, as for example, the problems arising out 
of the treatment of company reserves in British Income Tax Law.] 


Italian. 


Amoroso (L.) and others. Cournot nella economia e nella filo- 
sofia. Padua: Cedam, 1939. 10”. Pp. 243. 201. 
[A collection of essays by various writers occasioned by the centenary of the 


publication of Cournot’s Recherches sur les principes mathématiques de la théorie 
des richesses, 1838.] 
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Cattaneo (C.). Saggidieconomia rurale. Turin: Einaudi, 1939. 
8)”. Pp. 338. 201. 

[A selection of articles written by Carlo Cattaneo between 1833 and 1857, 
with an Introduction by Professor Einandi. Most of the essays refer to the 
agricultural economy of Lombardy. Among the others there are two entitled ; 
Agrarian Institutions of the North of Italy which could be applied for the relief of 
Ireland—Letters to Robert Campbell (1847) and A Comparison of English with 
Italian Agriculture (1857).] 


FanFanI (A.) and others. L’economia italiana nel 1938. Milan: 
Vita e Pensiero, 1939. 10”. Pp. viii + 333. 20/. 

[Since 1936 the ‘‘ Rivista Internazionale di scienze sociali’’ has annually 
devoted one of its numbers to a survey of the economy of Italy during the 
preceding year. The present volume, which is reprinted from the May 1939 
number, is the third of the series, and covers the year 1938. It is made up of a 
series of essays by various authors, as follows: A. FANFANI, The Political Impulse 
in the Economy of Italy ; M. Botprini, Population; G. Mepici, Agricultural 
Economy ; G. Demaria, Industry and Trade ; F. Tasant, Transport ; E. Ferumi, 
Money, Credit, Banks and Bourses ; A. Uae, Prices, Wages, Cost of Living and 
Employment ; E. Massi, The Economy of Italian Africa ; E. D’ALBERGO, Public 
Finance ; F. Vivo, Corporative Economic and Social Policy ; J. Mazzet, Inter- 
national Economic Policy ; M. Romani, Economic Legislation.]} 


Frroupi (F.). I presupposti economici della disciplina giuridica 
dei gruppi d’imprese. Milan: Vita e Pensiero, 1939. 9. Pp. ix + 
121. 81. 


Fossatrt (E.). Ricerca sulle relazioni fra il tempo e Il'utilita, 
Florence: Casa Editrice poligrafica universitaria. 1938. 8’’. Pp. 
104, 25. 

[A brief discussion of the relations between Time and Utility, on the lines of 
the Austrian School. | 


Franox (L. R.). Les étapes de l’économie fasciste italienne. 
Paris: Librairie sociale et économique, 1939. 94’. Pp. 281. 30 fr. 

[A study of the latest stage in the development of the Fascist economic 
system, by which the Corporative system is being transformed into a War 
economy. Special chapters analyse the Foreign Exchange control and the 
statistics of consumption, prices and wages. ] 


International Institute of Agriculture. The World Agricultural 
Situation in 1936-37 and 1937-38. Rome: Villa Umberto, 1939. 
93”. Pp. 275. 251. 


[The sections of this report deal respectively with: particular crops and 
livestock products, the general economic background, international economic 
relations, world trade in agricultural products, agricultural prices and incomes, 
agricultural policies of different countries. Dr. G. Pavlovsky, who is responsible 
for all except the last section, attributes the decline of agricultural prices rather 
to increased supplies, or to excessive stocks laid in during the boom, than to 
the fall of current consumption. ] 


International Institute of Agriculture. The World Wheat Situa- 
tion in 1938-39. Rome: Villa Umberto, 1939. 94”. Pp. 96. 201. 


[This survey begins, inevitably, with a section entitled ‘‘ The New Wheat 
Crisis.’” The fresh decline in import demand must, in the view of the authors, 
be considered ‘‘ not as a temporary phenomenon brought about by adventitious 
circumstances, such as a chance succession of favourable years and large crops 
in the importing countries, but as a durable state of affairs bound up with a 
number of economic and political factors now deeply rooted in the economic 
structure of various countries.’’} 


De Luca (M.). Risparmio e investimento nell’ economia corpora- 
tivo-autarchica. Naples: Arti grafiche. 
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MaRANINI (G.). Classe e stato nella rivoluzione francese. Perugia : 
Université. Pp. 594. 201. 


Prno-Branca (A.). La vita economica degli stati italiani nei 
Secoli XVI, XVII, XVIII, secondo le relazioni degli ambasciatori 
veneti. Catania: Studio editoriale moderno. Pp. 515. 30 1. 


Viro (F.). I sindacati industriali, consorzii e gruppi. Milan: 
Giuffré, 1939. 10”. Pp. 195. 25l. 


Denmark. 


KRISTENSEN (T.). Faste og Variable Omkostninger. Copenhagen : 
Munksgaard, 1939. 93”. Pp. 169. Kr. 9.50. 
[To be reviewed. ] 


ScHNEIDER (E.). Einfiihrung in die Grundfragen des Industriellen 
Rechnungswesens. Copenhagen: Gad, 1939. 10”. Pp. ix + 180. 
Kr. 10. 

[To be reviewed. |] 


Roumanian. 


Awnastasiu (O. A.). Die Kontrollsteuern. Sibiu-Hermannstadt : 
Krafft & Drotleff, 1939. 9’. Pp. viii + 176. 


[The subject of this book is taxes on the ‘‘ tongues”’ principle (compen- 
satory taxes), i.e. taxes designed to take the profit out of evasion, in that the 
evasion of one tax makes the vainly struggling taxpayer automatically liable to 
an increased assessment under another schedule. ‘‘ Incidis in Scyllam cupiens 
vitare Charybdin.’’ Such automatic checks on evasion are described for the 
tax systems of England, Germany, Roumania and Spain. Among the main 
examples of compensatory tax constellations the author deals with: ‘‘ income 
tax and property tax (including estate duties); allowance for wear and tear of 
machinery and value of machinery; profit tax and ad valorem duties; income 
tax and turnover tax; income tax and corporation tax. The author is well 
fitted for such an international survey. He is himself a Roumanian revenue 
official and the author of various publications on tax evasion in Roumania; 
the book is written in German, and the author was awarded the Munich doctorate 
for it; there is a French syllabus of the book and a section dealing with com- 
pensatory tax proposals in France, the author being also a graduate of the 
French-speaking University of Geneva; finally there is an English preface by 
Dr. Tranter, H.M. Inspector of Taxes, Haldane Medallist of the Institute of 
Public Administration and himself the author of a book on tax evasion, and it 
must be stressed that Dr. Anastasiu shows himself fully familiar with English 
conditions and English literature on his subject (which proves indeed his main- 
stay in his estimate of the extent of tax evasion). A really good and original 
book which any specialist on tax evasion should read. | 


Official. 
BrirtIsH. 
Guide to Current Official Statistics of the United Kingdom. 
Vol. 17, 1938. London: H.M. Stationery Office, 1939. 9}. 
Pp. 404. Is. 


Ministry of Labour Report for the Year 1938. London: 
H.M. Stationery Office, 1939. 94”. Pp. 136. 2s. 


[This formal report covers the employment position; the work of the 
Exchanges as employment agencies; training schemes for the unemployed; 
juvenile employment; unemployment legislation; industrial relations; and the 
administration of Trade Boards. It includes lengthy statistical appendices. ] 
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Report of the Unemployment Assistance Board for the Year 
ended 3lst December, 1938. London: H.M. Stationery Office, 
1939. 934". Pp. 198. 3s. 


[There were no important administrative developments during the year, and 
this Report is mainly interesting for its account of the investigation into the 
position of applicants under 30 that was undertaken by the Advisory Com- 
mittees, and for its statistical information relating to the characteristics of its 
unemployed. As regards the younger applicants it was found that the majority 
of the total of 100,000 men in this class consisted of the unskilled; that from 
8 per cent. to 9 per cent. were suffering from mental or physical defects ‘‘ that 
seriously impaired their employability ’’ and which were of a kind not imme- 
diately amenable to treatment; and that a further group were in need of advice 
and guidance as to where to look for employment. It was tentatively estimated 
that about one quarter of the applicants could be said not to want work, but 
this figure must be interpreted with the realisation that many of the young men 
had reached this condition as a result of long-period unemployment on the low 
level of allowances provided by the Board. Accordingly the Board felt that 
the policy of granting what it called ‘‘ unconditional allowances’”’ should be 
revised and that the State and Local Authorities should give special preference 
to long-unemployed young men. This classification, combined with the figures 
relating to the health of applicants in general, deserves the widest publicity. 
As many as 28 per cent. of the Board’s applicants have no panel doctor and about 
9 per cent. of the male and 18 per cent. of the female applicants commenced 
their current spell of unemployment assistance after a period of sickness. But 
the Board in its isolation, powerless to meet even the slightest medical needs, 
can do no more than record the facts. } 


LEAGUE OF NATIONS. 


Agricultural Credit. Medium-Term Credit to Industry. 
Geneva: League of Nations (Allen & Unwin), 1939. 93”. Pp. 
23. Is. 


[Two Reports to the Council on the Work of the Sixty-eighth Session of the 
Financial Committee. After a general survey of agricultural credit the report 
ends by urging that ‘‘the most constructive contribution . . . would be 4 
critical study of the relationship between agricultural credit systems and the 
eredit system in general, including the Central Bank.’’ The second report 
examines in some detail the facilities for provision of medium credit in various 
countries, and concludes that despite the existence of machinery, credit extended 
has not been great, and this probably indicates that the need for it has been 
over-estimated. ] 


CaRRoLt (M. B.). Prevention of International Double Taxa- 
tion and Fiscal Evasion. Geneva: League of Nations (Allen & 
Unwin), 1939. 93”. Pp. 53. Is. 6d. 


[This Report describes the progress made, mainly since 1929, with draft 
conventions and international agreements for the prevention of double taxation 
of incomes derived from foreign commerce or from foreign subsidiary under- 
takings. The model conventions prepared by the League’s experts have formed 
the basis of some sixty general agreements between governments, and a greater 
number of special agreements, concerned with such matters as succession duties, 
taxation of shipping concerns, or industrial and commercial agencies. | 


HaBERLER (G. VON). Prosperity and Depression. Geneva: 
League of Nations (Allen & Unwin), 1939. 94”. Pp. xix + 473. 
78. 6d. 


[This is a revised version of the first edition of 1937, considerably enlarged 
by an additional chapter of nearly 100 pages, entitled ‘‘ Some Recent Discusssons 
relating to the Theory of the Trade Cycle.’’ The text of the first edition had 
been substantially completed before the publication of Mr. Keynes’s General 
Theory of Employment, Interest and Money, and the new chapter aims at dealing 
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systematically with this book and with other recent literature emanating from 
it. A considerable part of it is occupied with a discussion of differences in 
terminology. Prof. Habeler prefers Prof. Robertson’s definition of Saving 
because in that case a state of inflation (corresponding to an excess of invest- 
ment over saving) means precisely, no more and no less, that to-day’s income is 
greater than yesterday’s, which is, he says, just what an unsophisticated person 
means by inflation. As regards hoarding he prefers a definition in terms of 
velocity of circulation to one in terms of the quantity of money held. When he 
comes to more sophisticated issues he shows how various trade cycle explanations 
can be formulated in Mr. Keynes’s terms and along the lines of his theoretical 
scheme. Generally speaking, Prof. Haberler accepts the broad line of Mr. 
Keynes’s theory as valid, but finds nothing significantly new in it except the 
insistence on the relationship between hoarding and the rate of interest. ‘* Apart 
from this,”” he concludes (p. 237), ‘‘ we have not as yet discovered any essential 
differences between Mr. Keynes’s theory and that of the other recognised 
authorities . . . as represented by, say, Prof. Pigou’s Industrial Fluctuations, 
Prof. Robertson’s writings or the synthesis attempted in Part II of the first 
edition of this book.’ As regards Mr. Keynes’s theory of employment and his 
chapter on ‘‘ Changes in Money-Wages,” Prof. Haberler ‘‘ on closer analysis ”’ 
finds ‘‘ that there is no fundamental difference between Mr. Keynes’s results and 
those reached by more orthodox writers such as Prof. Pigou in his Industrial 
Fluctuations.’ This part of the discussion is rather lacking, however, in precise 
references to earlier writings. Nor is it made clear whether all the conclusions 
of earlier writers are in accord with Mr. Keynes’s General Theory, or only some 
of them. The chapter ends with an important discussion of the distinction 
between so-called ‘‘ static’? and ‘‘ dynamic ’”’ theories. Prof. Haberler threads, 
his way through complicated controversies with great skill, and his reswmé is 
much enriched by very full (and extremely up-to-date) references to the relevant 
periodical literature. } 


Observations on the Present Prospects of Commercial Policy. 
Geneva: League of Nations (Allen & Unwin), 1939. 94”. Pp. 
27. 9d. 


[The Report of the Economic Committee, attempting to see the bright side 
of things, expresses the hope that it is possible to discern that ‘‘ conditions may 
soon become propitious for renewing the attempts to bring together the free 
currency systems on the one hand and the closed currency systems on the 
other,”’ but it ends (as who would not?) on a note of regret. ‘If the energy and 
resourcefulness which are now being used to increase military preparedness 
could be directed towards devising concerted measures of economic development 
and raising the standard of human welfare, no one can foretell the advances 
that might then be made possible.’’] 


Report of the Committee for the Study of International Loan 
Contracts. Geneva: League of Nations (Allen & Unwin), 1939. 
93°. Pp. 39. 9d. 


[The Committee was appointed ‘‘ to examine the means for improving con- 
tracts relating to international loans . . . and in particular to prepare model 
provisions . . . which could, if the parties so desired, be inserted in such con- 
tracts.’” It included among its members Sir Otto Niemeyer and, until his 
death, M. ter Meulen. It is emphasised that, despite all the difficulties of 
recent years, the amount in default does not exceed 30% in London and 40% 
in New York. The number of defaults has been increased since 1931 by attempts 
to restrict mobility of goods and of men. It is urged that there should be more 
co-ordinated examination: of the economic prospects of borrowing countries, so 
that loans do not in total exceed capacity to repay. Means are also suggested 
for avoiding ambiguities and for providing against currency changes. ] 


Review of World Trade 1938. Geneva: League of Nations 
(Allen & Unwin), 1939. 104”. Pp. 85. 2s. 6d. 
[This year’s review emphasises the further decline of multilateral trade. 


Accurate statistical measurement is made increasingly difficult by the growing 
use of systems of exchange control, with varying exchange rates for different 
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purposes. The estimates for 1938 show, as compared with 1937, a decline in 
gold prices of 5% and in quantum of 8%, resulting in a reduction of gold value 
of 12-5%. The quantum in 1938 was about 89% of that of 1929. There were, 
however, unusual variations both for different countries and different products. 
Germany increased her imports, while those of the United States fell by more 
than one third. There was an exceptionally heavy demand, particularly from 
non-industrialised countries, for machinery and other capital equipment. ]} 


Statistical Year-Book, 1938-39. Geneva: League of Nations 
(Allen & Unwin), 1939. 93”. Pp. 330. 10s. 

[This standard work of reference includes statistics of population, employ- 
ment and wages, production and consumption of a large number of agricultural 
and mineral products, of transport, trade and balances of payments, and of 
currency, banking prices, and public finance. Students of population will find 
the data presented more extensive than in any previous year, and this volume 
must now be regarded as an original source of material rather than a secondary 
compilation, for in many cases government departments have compiled and 
supplied data in advance for inclusion. The material includes an indispensable 
caletion of age and sex specific mortality rates, births according to age of 
mother, survival and expectation of life columns of the life table, and net 


reproduction rates. } 


INTERNATIONAL LABOUR OFFICE. 
International Labour Office. The I.L.0. Year Book 1938-39. 
Geneva: International Labour Office, 1939. 94°. Pp. viii + 
440. 10s. 6d. 
[To be reviewed.] 


International Labour Office. International Survey of Legal 
Decisions on Labour Law 1937-38. Geneva: International 
Labour Office, 1939. 93”. Pp. lvi+ 297. 10s. 


This survey includes, as usual, legal decisions in England, France, Germany, 
and the United States. It has proved necessary to abandon the record of legal 
decisions in Italy.] 








